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THE OUTLOOK 


Peace in Sight—Effect of the Fourth Loan on Money and 
Industry— Outlook for Bonds—The Market Prospect 


T the high point of stock prices reached the first week of September, which prac- 
tically duplicated the previous high point touched on May 16, the market as a 
m1 whole had recovered just about one-third of the decline which ended in the semi- 

== panicky conditions of December, 1917. 

The most important immediate cause of the downward drift since the first days of 
September has been the Federal Bank’s limitation of loans on Stock Exchange collateral ; 
but in a broader way we believe approaching peace is beginning to cast its shadow before, 
with the effect of discouraging purchases of the common stocks of those companies which 
are now dependent in great part upon the war. 

















Peace in Sight—When? 


HERE can be no question that peace is now really in sight. The only question 
is long it will take us actually to reach it. That question no one can answer. 
me But it is the invariable custom of the markets to discount in advance any event 
“” which can be foreseen with reasonable certainty, and we see no reason why the 
present should be any exception to this rule. 

With practically all the gains of the Teuton spring offensive now wiped out and their 
armies thrown back on the Hindenburg line; with the St. Mihiel salient eliminated with 
such satisfactory speed and efficiency; with the Bulgarians giving way on the Macedonian 
front; with the Turks routed in Palestine; with such a condition of confusion in Russia as 
to prevent Germany from deriving any important benefit from her trickery and double- 
dealing there; and with a steadily increasing flow of fresh, enthusiastic American troops 
across the Atlantic, the eventual result is no longer in doubt. 

It may come much sooner than expected. Four years of war have greatly exhausted 
the Teutonic Powers. Their money is valued by neutrals at half its normal value or even 
less. Their man power is reduced, their supplies of mamy articles and commodities prac- 
ticaHy exhausted, their food supply scant, the vitality of their population lowered. The 
courage of their people has been kept up by false promises and by victories in the field. 
Such promises are now becoming transparent and defeats are being substituted for victories. 
The morale of their armies and their people must inevitably decline. 

The many mistakes and delays in our airplane production program have been dis- 
tressing but perhaps not surprising, in view of the fact that the building of war aeroplanes 
has been nothing but a series of experiments in all countries alike. We are at last ap- 
proaching the stage of quantity production, and Allied superiority in the air w:ll now grow 
constantly greater. What will be the result when Teuton planes can no longer cross the 
battle line for observation? Undoubtedly that condition is coming, and it may have a 
tremendous effect in shortening the war. 

The investor must now place his funds with an eye to peace. 
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Effect of the Fourth Liberty Loan 

N spite of the enlarged requirements of the Government for the Fourth Loan, 
there can be no serious doubt of an oversubscription. The country is thoroughly 
CHE aroused and determined to make the loan a success, and the Federal Board is 

=— holding other financing i in check with a firm hand, to give the new loan the right 
of way. So far as expansion of credit is concerned, the actual sale of the new bonds will 
chiefly have the effect of crystallizing into permanent investment form the credits that have 
already been advanced to the Government by the banks in the shape of Treasury certificates. 
The demand upon bank credits should be but little greater during the floating of the loan 
than during recent months, and after the sale of the bonds the banks should feel some 
relief. 

In a broad way, however, there will be a constant increase in bank credits as long 
as the war lasts. During June, July and August over $1,000,000,000 of new credit was 
put into circulation. On Sept. 13, 1918, the per cent of reserves to notes and net deposits 
of the Federal Reserve System was 53.7% against 80% a year previous. Since the legal 
requirement of reserves against notes and deposits combined is about 37 or 38%, there 
is still plenty of room for further expansion—and undoubtedly if it should become neces- 
sary the limit would be lowered by a revision of the law. From the point of view of money 
rates, therefore, no change of importance is to be expected. The Federa: Board has 
a hand constantly on the throttle. 


Effect of Spending the Money 


AISING the money for the loan will have but moderate effect on our general 
economic condition, but spending the money must continue to have a very power- 
ful effect. War inflation cannot be prevented. It never has been in any war. 

. The most that can be done is to hold it in check so far as possible, and that is 
aie done to the best of the ability of the Federal Board. 

One can hardly say that inflation causes higher prices or that higher prices cause in- 
flation. The two go together. Each depends on the other. Rising prices are checked, 
under ordinary conditions, by the legal limitation on the expansion of bank deposits and 
loans, thus causing higher money rates and preventing speculative over-expansion in pro- 
duction of goods. In the midst of war, this kind of check must be applied with caution, 
since we cannot afford to risk the disturbance of security prices, bank conditions, and to 
some extent of general industry, which would result from very high money rates. 

Instead. we are endeavoring to check the use of credit and capital in non-essential 
industries. We are doing this directly by supervision of bank loans and offerings of new 
securities, and indirectly by urging the people to practice economy or by enforcing economy 
as in the case of “gas-less” Sundays. But the use of credit in war industries we can 
not check. 

Another way in which we are trying indirectly to check credit expansion is by the 
limitation of prices. Obviously, the higher prices go the more credit is required to handle 
goods at those prices. Fixed prices reduce credit requirements. 

But our best efforts cannot possibly choke all the springs of expansion. The rise in 
wages cannot be perceptibly checked by any method which the Government has found 
it practicable to employ. In some classes of war work, youths who never before earned 
$20 a week are now getting more than that per day. A Sunday's pay sometimes reaches 
even $50, according to the reports which reach us—a higher rate being paid on Sunday 
to encourage additional production. 

Wages, however, enter into all costs. In fact, if we trace back to the source, nearly 
all the cost of most articles is composed of wages paid at some stage of their production. 
Iron ore in the mine, lumber in the standing tree, is worth only a very small fraction of the 
final price of the car wheel or the house. All the rest is wages paid or profits obtained 
somewhere in the course of production. How, therefore, can the price of the finished article 
be held at a fixed level while wages are constantly rising? 

There is no escape from expanding credit and a rising cost of living as long as the 
war lasts—in other words general inflation. Fixed prices cannot be regarded as per- 
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manently fixed. They will have to be revised upward from time to time, as has already 
been done with copper and railroad rates. The best that can be done is te put on the 
brakes in every possible way, so as to keep inflation within bounds. 


The Security Market as an Essential Industry 
HIS is exactly the policy that the Federal Banks are maintaining toward the stock 
market. As a meeting place for buyers and sellers of investments, the stock 
market is an essential. Ais a speculative market, it is, in time of war, a less- 
essential industry. The usefulness of speculation arises chiefly in connection 
with the distribution of securities issued by new enterprises, which must for a considerable 
time find lodgment in the hands of those who are willing to calculate the balance between 
risk and unusual profits. But at present there should be no new enterprises except those 
essential for war, and the War Finance Corporation formed to take care of them. 

The meaning of the limitation of Stock Exchange loans, therefore, is that the market 
is essential as a part of the machinery of investment, but that speculation, either for the 
rise or for the fall, is regarded as essential only in a limited way and is therefore to be held 
in check, though not entirely suppressed. 


Outlook for Bonds 


HE bond market has shown a tendency to drift gradually lower during the last 
few weeks. Our view is that any further movement in this direction will be slow 
and will not proceed far. 

Peace inevitably means better prices for bonds. The level at which bond: 
are now selling reflects a world-wide condition of dissipation of capital on a scale never 
before imagined. When this waste of capital stops, bonds must rise. We see no escape 
from that conclusion. Accumulation of capital will then begin, and will be reflected in 
the markets. 

The general average of bond prices is now practically the same as at the lowest level 
of last December, having rallied quickly until about the middle of February and declined 
again very slowly since then. During this nine months period we have passed through 
the darkest phases of our participation in the war. The fact that prices have been main- 
tained throughout that period makes it seem highly improbable that much further decline 
will be recorded now that peace is in sight, even though the date is still uncertain. 


The Market Prospect 
AREFUL selection must now be the investor’s watchword in the stock market. 
Many high-grade preferred stocks are selling at prices which give a very high 
yield on the investment, and are at the same time protected by earnings so large 
as to make continued dividends practically a certainty. Such stocks are nearly as 
good as bonds and their prices may be expected to follow the same general course as bond 
prices. The railroads, also, are in a position of peculiar stability as a result of the Gov- 
ernment contracts. 

The situation of the public utility companies is now at or near its worst. Relief has 
already been afforded by the granting of higher rates to traction companies in over 270 
cities. Similar action must soon be countrywide. The formation of the Essential Industries 
Finance Corporation is another step toward relief and reports are current that President 
Wilson will soon take definite action to help the utilities. Nevertheless, careful selection 
among public utility securities is essential. 

The most prominent industrial common stocks are dependent to a greater or less 
extent on war work, and the logical effect of peace on these will be in the direction of lower 
prices. But some industrial companies will be benefitted by peace. Articles in this issue— 
“Intimate Talks with Investors” and “Prospect for Rails Under the Government 
Contract’’—discuss different classes and individual issues in more detail. 


September 24, 1918. 
Subscribers who are interested in receiving more frequently our views as to the prospect 


jo market in general and for individual securities are referred to page Sa, advertising 
Section. 




















Prospect for Rails Under Government 


Contract 


Railroad Stocks Classified According to Their Position 
Under the Contract—Effect of Increased Taxes— 
Where Surpluses Will Probably Accumulate— 

The Question of Maintenance—Objections 
to the Contract—Position of the Roads 
After the War 





By WILLIAM T. CONNORS 





HE standard form of contract 
under which the Government 
has taken over and is operat- 
? ing the railroads until 21 
months after peace treaties have been 
signed, is now practically decided upon. 
It is true that there are still several 
questions which may prove of great 
importance to the roads after the war, 
in regard to which the Government and 
the Association of Owners of Railroad 
Securities are not in accord, and some 
modification of the contract in these 
particulars is possible. But the out- 
look for the roads during Government 
control is practically assured, and the 
uacertainties that will follow the date 
when the contracts end are perhaps no 
greater than those which confront al- 
most any enterprise when a look into 
the more distant future is attempted. 
Discussion of the subject naturally 
divides itself into several heads. 





1. Earnings and Dividends During the 
Contract 


The Government guarantees the 
roads a net income equal to the aver- 
age for the three years July 1, 1914, to 
June 30, 1917. While the President, 
as represented by Director-General 
McAdoo, has the power to exercise 
considerable discretion in modifying 
this guaranty to fit the special condi- 
tions affecting any particular road, it 
is probable that the “standard return” 
to the roads will in nearly all cases be 

retty close to the average specified 
in the law. 

The earnings on railroad stocks until 


21 months after the end of the war 
can therefore be approximately calcu- 
lated, and that has been done, as close- 
ly as practicable, in Table I herewith. 
Current dividend rates and the income 
yields which the dividends give the 
investor at current prices have also 
been added to the table. These yields 
show roughly the rating which inves- 
tors as a whole are inclined to give 
each stock on the facts as now known 

In Table II I have classified the 
principal railroad stocks according to 
their dividend prospects during the 
term of the Government contract. The 
first list in Table II comprises roads 
which will have such a substantial sur- 
plus over their current dividend rates 
that there can apparently be no ques- 
tion about dividends being maintained. 
By referring to Table I it will be seen 
that in nearly every case the good 
prospects of these stocks are reflected 
in a relatively low income yield at cur- 
rent prices. 

The principal exception is Union 
Pacific, which gives the rather sur- 
prising yield of 8.1% at the price of 
124. This is partly because the 10% 
rate has only recently been made 
regular, the previous rate being 8% 
and 2% extra; also because a part of 
Union’s income is derived from invest- 
ments in other railroads, so that it is 
dependent on their prosperity as well 
as its own. Its largest holdings are of 
Illinois Central, New York Central, 
and Chicago & Alton preferred. The 
dividends of the first two appear to be 
secure under the Government con- 
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tract; and Alton preferred did not pay 
any dividends in the period from July 
1, 1914, to June 30, 1917, so that the 
figure given in the table does not in- 
clude any income from that source. I 
see no reason, therefore, why there 
should be any more doubt about the 
maintenance of Union’s dividends than 
about those of the other roads given in 
the first list in Table II. 

The second list comprises roads 
where the “margin of safety” is not 
so great as on List I, yet there is a 
high degree of probability that divi- 
dends will be maintained. The stable 
character of Chicago & Northwest- 
ern’s earnings are well known. Del- 
aware & Hudson is dependent in part 
upon earnings from its coal depart- 
ment, which are not guaranteed by 
the Government. Great Northern and 
Northern Pacific have a rather narrow 
margin of safety, but should be able 
to draw if necessary on the large sur- 
plus of the Burlington, which they own 
jointly. It may be noted in passing 
that Northwestern is selling rather 
high considering its present position. 
The price to some extent reflects past 
rather than present glory. 

Dividends in List 3 are in various 
stages of doubt. In recognition of this 
both St. Paul and Wabash have de- 
ferred dividend action until their posi- 
tion under the contract can be fully 
cleared up. And Baltimore & Ohio 
and Lehigh Valley will have a close 
shave after increased income taxes are 
paid. 

In List 4 are companies whose guar- 
anteed earnings will hardly warrant 
any dividends on common stocks but 
will presumably permit continuance of 
preferred dividends. Dividends, prices 
and yields on these preferred stocks 
are as follows: 


CRLEGP. of. A...... 7% 177 9.1% 
C.R. L. & P. pf. B...... 6 66 91 
Colo. & Sou. ist pf. .... *4 50 8.0 
Colo. & Sou. 2nd pf..... *4 45 8.9 
Kans. City Sou. pf....... 4 53 7.6 
Southern Ry. pf......... 5 67 7.5 


*Deferred pending contract. 

The very high yields on the Rock 
Island preferred stocks are due to the 
fact that the road has recently been 





reorganized and considerable doubt ex- 
ists as to what the Governinent will do 


in such cases. Southern Ry. preferred 
and Colorado & Southern Ist preferred 
dividends appear to be quite strongly 
protected and one may hazard the 
opinion that these stocks are selling 
relatively lower than most other rails. 


2. Effect of Increased T'axation 


It is essential to remember that the 
roads will have to stand a consider- 
able increase in taxes, in common with 
all other enterprises and individuals. 
Just what these taxes will be has not 
yet been decided. The latest report on 
the progress of the revenue bill indi- 
cates that a tax of 18% cn corpora- 
tion income after paymen: of interest 
charges is being seriously considered. 

Where a railroad has only one class 
of stock, this would mean that the 
amount earned per share would be re- 
duced substantially 18%. Chesapeake 
& Ohio, for example, wou!d get earn- 
ings of about 7%4% instead of 9.2% 
before this tax. Where there are pre- 
ferred stocks, the reduction would be 
still greater, since the preferred divi- 
dend requirement would remain the 
same. Atchison common, for example, 
would have about 9.4% ieft, as com- 
pared with 12.1% before this tax. 

It is useless to discuss this subject 
at length until the amount and appli- 
cation of the tax have been decided 
upon, but enough has been said to 
show the great importance of the tax 
in its effect on earnings applicable to 
common stocks and the necessity of a 
fair margin above dividends to as- 
sure the payment of the dividends. 


3. Disposition of Surpluses 


Since it is the announced intention 
of the Government to maintain the 
physical condition of the roads in at 
least as good shape as when they were 
taken over, it is clear that many of 
them will have a surplus left over out 
of their guaranteed earnings after the 
payment of dividends, which need not 
be used for improvements unless the 
directors shall deem it advisable to 
make that use of it. 

Atchison, for example, even after al- 
lowing for a suggested 18% tax as 
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above, should have about $7,500,000 a 
year left after paying its regular divi- 
dends. Louisville, after taking off 
18%, would still have a surplus over 
its 7% dividends each year equal to 
about 614% on its stock. 

What disposition will be made of 
these surpluses has probably not been 








Any considerable use of these sur- 
pluses for improvements or extensions 
would be unwise during the war, 
though it might become highly desir- 
able after the war during the period of 
21 months while the Government re- 
tains control. During the war labor 
will be scarce and the cost of materials 








TABLE I—Earnings and Yields of Principal Railroad Stocks on Basis of Three-Year 
Average Under Government Contract, and Current Prices and Dividends 


Approx. Average Approx. Income 
per Share, July1, Present Current Yield on 
1914, to June 30,1917 Div Rate Price Price 
I Si ra oe av aes ape nees $12.1 $6 $85 7.1% 
EE SS Ser orer irre 11.1 7 95 7.4 
CE Sivan cbs sa dseeeccsbeese 5.7 5 53 9.4 
Chesapeake & Ohio ............-:seeeeeeeee 9.2 4 57 7.0 
Chicago Great Western (pref.) ............. 4.0 tT 23 i 
Chicago, Milwaukee & St. P. ............... 5.1 4t 49 8.2} 
Chicago & Northwestern ................+.- 9.3 7 94 7.4 
eS SS 8 oD eee 4.5 0 25 - 
I ines Kc taveecesice ss 4.5 0 21 , 
ES SEE ee 13.0* 9 108 8.3 
Denver & Rio Grande (pref.) .............. 6.5 0 7 re 
Eon iow ene ka tend sehees «6a 1.7 0 15 + 
I a he ae wh anes 0 ein 9.06 7 90 7.8 
es no iis Se wegieesn bh ecw 11.0 7 96 7.3 
I ID, oc ac coseccceswcvececs 3.0 0 18 Ss 
I ian cus cad apenedae beCdeee cs 5.6 5 60 8.3 
ED OE DOD. os cicccccssvecioseces 16.5 7 115 6.1 
eG MD og sc ccwercccceveces 2.0 0 10 i 
cota asin vede sdsidesssehaeues 1.3 0 24 - 
ee er a Pe... cs eee ceeececcce 2.5 0 40 a 
a 11.7 5 73 6.9 
I sas vedi cewessiewee sees 14.3 1 104 6.7 
ED an cuiask eine gladness eheeok 9.3 7 88 7.9 
EO RE A eae ee 4.4 3 44 6.8 
Reading SER aL «cA Las 5's dnd 6 64 00's 66-04% 10.0* 4 88 6 
Se. Lewis @ Gam Prameiece .........cccccces 1.0 0 ll ; 
Seaboard Air Line (pref.) .................. 3.5 0 20 sia 
ED ha so wicnebeudecescbeces 11.3 6 85 7.1 
ee dec hek Cha ceehibd s00sth oes 4.0 0 26 os 
ee ts on cars alee wae bn alee «ee 14.7 10 124 8.1 
ed. ube ehe sknieecces 4.5 4t 39 10.2 





* Includes coal, etc., earnings not guaranteed by Gov't. 
+ Paid 1% Aug., 1918. Divs. “deferrei” pending completion of Gov’t contract. 


considered as yet by any board of di- 
rectors, as the roads have many mvre 
pressing problems. It is very doubt- 
ful whether the Government will favor 
dividend increases during the war un- 
less under some exceptional condi- 
tions. Some part of these surpluses, 
when they become available, might 
well be put into “Liberty bonds. Such 
an investment of them would decrease 
the road’s supply of ready money but 
would strengthen its position for the 
future. 








high. Improvements not necessary 
for the prosecution of the war should 
be postponed, as they would tend to 
divert our labor power from the one 
purpose on which we must now con- 
centrate. 

But however such surpluses are 
handled, they will in any case build up 
strength in the. companies which are 
fortunate enough to have them. They 
belong legitimately to the roads and 
are guaranteed to them by the Govern- 
ment. They will be an important ele- 
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ment in the after-the-war position of 
the roads. 


4. Maintenance 


The general intention of the con- 
tract and the law that the Govern- 
ment shall keep up the physical con- 
dition of the roads by suitable applica- 
tions of money to maintenance is 
plain eough, but in the practical carry- 
ing out of the program a great deal 
will have to depend upon the discre- 
tion of the Director-General. Condi- 
tions in regard to labor and material 
are such that it may be difficult or 


harder to enforce or carry out. Secur- 
ity holders will have to depend on the 
Government’s desire to treat them 
fairly. . 

On the other hand, it is ghe intent of 
the law that in cases where expendi- 
tures by the road for maintenance were 
unusually heavy during the thrée-year 
period 1914-1917, or in the last half of 
1917, the Government guaranty of 
earnings is to be increased at the dis- 
cretion of the President and his ad- 
visers so as to give the road adequate 
compensation for these extraordinary 
expenditures. This is another point 








TABLE II—Railroad Stocks Classified According to Dividend Prospects 
1. Dividends apparently secure during Government control: 


Atchison 

Atlantic Coast 
Chesapezke & Ohio 
Illinois Central 
Louisvilte & Nashville 
New York Central 


Norfolk & Western 
Pennsylvania 
Reading 

Southern Pacific 
Union Pacific 


2. Maintenance of dividends highly probable: 


Chicago & Northwestern 
Delaware & Hudson 

3. Maintenance of dividends in doubt: 
Baltimore & Ohio 
Chicago, Milwaukee & St. Paul 


Great Northern 
Northern Pacific 


Lehigh Valley 
Wabash pref. A. 


4. Common dividends unlikely, but maintenance of preferred dividends probable: 


Chicago, Rock Island & Pacific 
Colorad’ & Southern 


Kansas City Southern 
Southern Railway 








even impossible to keep maintenance 
up to the usual mark. 

However, if maintenance falls be- 
hind during the war the Government 
will have a chance to bring it up to 
date duting the 21 months after the 
war. 

Criticism has been aroused by the 
provision that if, in the opinion of the 
Government, any road has been al- 
lowed by its managers to run behind 
on maintenance before the period of 
the contract, expenditures for such 
“deferred maintenance” may _ be 
charged to the road instead of to the 
Government. The principle of this 
plan is fair, but it means a further in- 
crease in the extent to which the Gov- 
ernment’s discretion enters into the 
practical working of the contract. 

Doubtless this could not be other- 
wise. A strictly iron-clad contract 
would be hard to frame and still 


the practical working out of which re- 
mains to be seen. 


5. Return of the Roads to Their 
Owners 


The objections of the Railroad Se- 
curities Owners to the proposed con- 
tract are chiefly connected with the 
conditions and prospects of the roads 
when they are returned to their own- 
ers after the war. The principal points 
raised are as follows: 

First, the roads should not be re- 
quired to forego legal remedies against 
loss ‘from the permanent diversion of 
traffic, disruption of business connec- 
tions, or lack of proper maintenarice 
during the period of Guavenenens con- 
trol. 

Second, the roads should not be 
charged with additions, improvements, 
betterments or extensions made by the 
Government for war purposes, except 
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to the extent that these changes are of 
permanent benefit to the roads, and at 
the value which such additions, etc., 
may have when the Government re- 
linquishe#control. The contract, how- 
ever, does now provide for an appeal to 
the Court of Claims in case of losses 
sustained through ill-advised Govern- 
mental additions or improvements. 

In other words, when the roads are 
returned to their owners, if it is found 
that changes have been made by the 
Government which have reduced the 
then value of the roads, or if the roads 
have been charged with improvements 
at a higher cost than their then value, 
the roads desire a legal remedy, and 
they protest against being required to 
sign away this remedy in the contract 
beforehand. 

I do not see how there can be any 
question as to the justice of the Se- 
curity Owners’ contention, and it is 
certainly to be hoped that the con- 
tract may be modified in these particu- 
lars. 

But as affecting the value of railroad 
stocks these questions are just now 
being over-emphasized. The cost of 
war extensions and changes above 
their peace value will not be a heavy 
burden for the roads, in all human 
probability. There may be some loss 
after the war as a result of permanent 
diversion of traffic or disruption of 
business arrangements. In these mat- 
ters the weaker roads would be the 
ones to suffer most, and they should 
be allowed to retain their right to a 
legal remedy. : 

It would be impossible to forsee 
these far-reaching results of Govern- 
ment operation; but as affecting the 
great railroad systems whose stocks 
are mentioned in this article, I very 


much question whether any serious 
injury need be feared. 

There remains the possibility that 
Government operation may be found 
so satisfactory that some plan may be 
evolved to continue it after the war. 
To the majority of investors, such a 
gain in efficiency and public benefit as 
would warrant this action seems very 
improbable—yet we must allow that it 
is at any rate remotely possible. No 
such improvement has put in an ap- 
pearance so far, but that is not a fair 
test. The comparison would have to 
be between results under Government 
operation and the results which would 
have been obtained under private man- 
agement during the difficult war con- 
ditions which have prevailed. And we 
have no way of knowing what those 
results would have been. 

Little that is definite can be said 
about this possibility. Yet I do not 
see why it should frighten investors. 
Actual Government ownership would 
require an exchange of Goyernment 
securities for railroad securities. Con- 
tinued Government operation without 
ownership would require some sort of 
guaranty similar to that now in force. 

The principal guaranty that railroad 
security owners could have that they 
would be treated honestly in any such 
arrangements, would be the honesty of 
the American people and of the Gov- 
ernment which represents them. They 
would also have the right to appeal to 
the courts against any unfair treat- 
ment; The foundation stone of the 
constitution of the United States is the 
protection of private property, and 
there is no indication that this founda- 
tion will be overturned even by the 
great changes growing out of the 
World War. 





NOTICE TO SUBSCRIBERS 


Because of the war there have recently been many changes in the per- 
sonnel of brokerage houses, and in some instances in their financial position. 
We therefore think it well to remind our regular annual subscribers that they 
are entitled to consult our Inquiry Department at any time in regard to the 
general standing and reliability of brokers or investment houses. 

Address Inquiry Department, 
THE MAGAZINE OF WALL STREET. 




















Jacob H. Schiff—Wall Street’s 


Grand Old Man 


A Great Banker But a Greater American—His History- 
Making Career—Rise of Kuhn, Loeb & Co.—‘‘A 
Prince in Israel’’—Why He is Beloved by All 


Little Sketches of Big Men—No.12 
By BARNARD POWERS 


HE Wall Street repoiters were 

in despair. An important an- 
nouncement had come from 
Washington affecting the en- 
tire investment and financial worlds. 
The managing editors of various finan- 
cial publications had said, with that in- 
souciance which comes easily to those 
whose duties consist of telling other 
persons to accomplish the ocasionally 
impossible, “Find out what the leading 
bankers think of it.” 

But the leading bankers were shy. 
Perhaps they didn’t know what to say, 
but in any event if they did know, 
they politely but firmly refused to 
commit themselves. Not even to the 
extent of one of those anonymous in- 
terviews which begin: 

“The head of one of the largest 
banking houses in the country said—” 

The bankers were taking no chances 
and the financial reporters figuratively 
tore their hair. The news was impor- 
tant and needed expert interpretation. 
There were but a few hours left before 
press time. A disconsolate group of 
journalists gathered in a knot at the 
corner of New Street and Exchange 
Place. One of them said: 

“Let’s try Mr. Schiff.” 

“Good idea. He’ll always help a re- 
porter out of a hole.” 

“Too late, he’s probably gone for 
the day.” 

“Well, we can try, anyway.” 

They adjourned to the banking 
house of Kuhn Loeb & Co. at 52 Wil- 
liam Street» Luck was with them. Mr. 
Schiff was on the point of leaving but 
sent out word that he would be glad 
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to see them. In a few words they told 
their troubles and in half an hour the 
senior partner of one of the greatest 
banking firms in the country had given 
them a concise summary and an accu- 
rate interpretation of the news that 
had come over the Washington wire 
that afternoon. The reporters hurried 
away with relief in their hearts and a 
great warmth for the man who by his 
uncounted acts of charity and his bril- 
liant example of fine thinking and 
clean living has well earned the sobri- 
quet, “Wall Street’s Grand Old Man.” 

Not so old, either, when you come 
to think of it. Seventy-one years 
young on his last birthday, and sturdy 
and staunch as a weathered oak tree. 

Although beyond the three score and 
ten of the Good Book, Jacob H. Schiff 
looks and acts younger than many a 
man of half his years. He is as ca 
able of marching at the head of a Lib- 
erty Loan parade as the most stalwart 
youth of his organization. During the 
last Liberty Loan campaign Mr. Schiff 
was one of the speakers who addressed 
the noonday crowds at the corner of 
Wall and Nassau Streets, and the 
clearness of his enunciation and the 
force of his delivery was second to 
none of those who spoke. Outside of 
a slight deafness which has come with 
the years, Mr. Schiff exhibits none of 
the effects of age. He is a young old 
man. 


Less Business and More Philanthropy 

Of late years Mr. Schiff has given 
less attention to business matters and 
more to his myriad outside interests, 
mostly philanthropic. Although his 
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fortune is estimated to total in the 
neighborhood of $100,000,000, Mr. 
Schiff has never been a man to hamper 
himself with a mass of detail work. 
His forte is efficiency and he knows 
that no man can be truly efficient who 
attempts too many things. Mr. Schiff 
is the originator of the phrase, “direc- 
tors who don’t direct,” and has lived 
up to what he preaches. Although 


there are a hundred big corporations - 


which would be delighted to see his 
name on their roster of directors, he is 
actually a director in only six. They 
are: estern Union, Wells Fargo, 
N. Y. Foundation, National Employ- 
ment Exchange, Central Trust Co. He 
is also a member of the Executive Com- 
mittee of the N. Y. Chamber of Com- 
merce and a vice-president and direc- 
tor of the Baron de Hirsch Fund in 
addition to being the senior partner of 
Kuhn Loeb & Co. 

Jacob H. Schiff was born at Frank- 
fort-on-Main, Germany, in 1847. He is 
not a German-American but a German 
who has become fundamentally Amer- 
ican, Like his talented colleague, Mr. 
Otto Kahn, he deplores the decadence 
of the German people and the rise to 
power of the dark forces which have 
made the word “German” a hissing in 
the mouth of the modern world. 

He was educated in the German 
schools and came to America when a 
on of eighteen years. He began his 

usiness career as a bank clerk and his 
extraordinary talents soon raised him 
to positions of importance. The key- 
note to the success he has achieved is 
vision, plus sound judgment, plus 
efficiency. 

Before he had reached his thirties he 
had formed the partnership of Budge, 
Schiff & Co. In that year, which was 
Mr. Schiff’s twenty-eighth, he mar- 
ried Therese Loeb, the daughter of 
Solomon Loeb, senior partner of the 

rosperous banking house of Kuhn, 

b & Co. Appreciative of his son- 
in-law’s abilities and his soundness of 
character, it was but natural that: Sol- 
omon Loeb should make a place in his 
banking firm for his daughter’s hus- 
band. That his judgment of Mr. 
Schiff was not ill-placed became more 


apparent as time went on and when, 
ten years later, Mr. Loeb retired from 
business, Mr. Schiff became senior 


partner. 
Rise of Kuhn, Loeb & Co. 


The rise of the firm of Kuhn, Loeb 
& Co. until it became a close rival of 
the great House of Morgan is an ab- 
sorbing story of American finance. It 
is too long to tell in detail here. The 
firm’s greatest coup and the one that 
gives it an ineradicable place in finan- 
cial history was its backing of Harri- 
man and the Union Pacific. This re- 
quired both nerve and vision, for other 
bankers including the late J. P. Mor- 
gan, had looked into Harriman’s plans 
and turned them down. In my sketch 
of Mr. Harriman which appeared in 
the June 8th issue of THE Macazine 
oF WALL Street, I reprinted Mr. Otto 
Kahn’s tribute to Mr. Harriman made 
in the form of an address delivered 
two years after Mr. Harriman’s death. 
In that address Mr. Kahn told of his 
first meeting with the railroad genius 
and explained how Mr. Harriman, 
through sheer force of personality, con- 
vinced his listeners and overcame all 
obstacles. 


With such men as Schiff, Warburg 
and Kahn the firm of Kuhn, Loeb & 
Co. was bound to get ahead, but its 
real greatness began in 1897 when it 
undertook the reorganization and re- 
habilitation of the Union Pacific. 


The medium was well chosen and 
the time opportune. As bankers for 
Union Pacific, Kuhn, Loeb & Co. 
poured the blood of millions into that 
property’s shrunken veins, The boom 
which followed the Spanish-American 
war demonstrated Harriman’s vision 
of a commercial and industrial expan- 
sion of the West such as never before 
had been dreamed except by him. The 
Union Pacific became the greatest rail- 
road property in the country and the 
firm of Kuhn, Loeb & Co. reaped mil- 
lions. Union Pacific stock, which had 
kicked around at $10 a share, sold at 
one time nearly to $200 per share. 
Those who had put their money into 
Union Pacific made fortunes. 

















MR. JACOB HENRY SCHIFF 


Banker, philanthropist, humanitarian, who has devoted his exceptional talents for many 
years to the welfare of the Jewish people and the cause of civic betterment. His achieve- 
ments as a financier are only surpassed by his work for human welfare. He follows 
scrupulously the ancient Mosaic law which says that a man shall give away one-tenth 
of his annual income. Although born in Germany, he came to this country when 
eighteen years old and is 100 per cent American. Mr. Schiff is seventy-one years of age 
but sturdy, hearty and intensely active, and well deserves the title, “Wall Street’s Grand 
Old Man.” This picture is from a recently completed portrait painting. 
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Later followed the purchase of con- 
trol of Southern Pacific by the acquisi- 
tion of $70,000,000 of its stock and 
Kuhn, Loeb & Co. were the fiscal 
agents for the Harriman syndicate 
which bought the control of the Chi- 
cago & Alton property. Among other 
things, the firm is banker for the Penn- 
sylvania and Baltimore & Ohio, and its 
part in purchasing control of the 
Reading some years ago in the interest 
of the Baltimore & Ohio and the Lake 
Shore, was regarded as one of the 
cleverest works of financeering that 
Wall Street had seen in many years. 
This deal involved the purchase of a 
majority of $140,000,000 of stock and 
had to be conducted quietly in order 
that it might not be necessary to pay 
exorbitant prices. 

It is said that the firm of Kuhn, 
Loeb & Co. has issued more good se- 
curity and less bad ones than any 
other banking house in the country. 
The great Pennsylvania Terminal in 
New York and the tunnels which bur- 
row under the East and North rivers 
were made possible by that banking 
house. Among other notable achieve- 
ments, Kuhn, Loeb & Co. sold $50,- 
000,000 Pennsylvania Railroad bonds 
to the French investors, and in 1905, 
during the Russian-Japanese War, 
placed $200,000,000 of Japanese bonds 
with investors. For this Mr. Schiff re- 
ceived the “Order of the Sanctified 
Treasurer,” which is the highest honor 
the Japanese Emperor is allowed to 
bestow on a foreigner. 


The Northern Pacific Panic 


Mr. Schiff was a principal in one 
of the mightiest contests which ever 
rocked the financial world. It was on 
that memorable occasion when those 
two great railroad gladiators, Hill and 
Harriman, went to the mat in what 
seemed a contest to the finish. His- 
tory records it under the title of “The 
Northern Pacific Panic.” The fight for 
the control of the Northern Pacific 
railroad grew out of E. H. Harriman’s 
determination to add that road to his 
long and formidable list of properties. 
That grizzled warrior James J. Hill 
g:aring down from his fastness in the 


Northwest had long seen with appre- 
hension the astonishing growth of the 
Harriman influence. When the little 
“Railroad Emperor” began disposing 
his forces for a mass attack on the 
Northern Pacific citadel, Hill’s appren- 
hension changed to mingled alarm and 
rage and he vowed by all his gods that 
he would defeat Harriman or bust. 

Harriman’s scheme was titanic in 
its proportions. It was nothing less 
than the purchase of a majority of 
the $78,000,000 of Northern Pacific 
stock, a transaction involving in the 
neighborhood of $100,000,000. While 
the contest was ostensibly between 
Hill and Harriman, it was in reality 
a challenge by the banking house of 
Kuhn, Loeb to the house of J. P. Mor- 
gan. 

Harriman went over the top on the 
memorable May 9, 1910. Hill met him 
midway in no-man’s-land and a din 
arose such as Wall Street had never 
heard before. Northern Pacific stock 
soared and soared until it reached $1,- 
000 a share. All day long the battle 
raged and when the closing gong 
sounded on the Stock Exchange, both 
sides claimed victory. But half of 
Wall Street was potentially “broke” 
and it was obvious that if the struggle 
was allowed to continue it might 
plinge the country into a terrible 
panic. 

It was a time for wise counsel and 
moderation. On the day of the panic 
there was a wild scramble to find Mr. 
Schiff. He was finally located at the 
Montfiore Home which he had found- 
ed, attending a managers’ meeting. 
The remark he made to his associates 
when he arrived at his office was char- 
acteristic. He said: 

“I thought that the poor people up 
there needed you more than you people 
down here.” The situation was critical. 
There was a possibility that the Hill- 
Morgan interests might control the 
common stock and by retiring the pre- 
ferred, dominate the situation. But 


the stronger probability was that Har- 
riman had a majority of the common. 
Mr. Schiff, waiving this seeming ad- 
vantage, urged an amicable settlement. 
His counsels prevailed. 
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Mr. Morgan was allowed to appoint 
a board of directors representing both 
parties. The financial district heaved 
a tremendous sigh of relief when the 
terms of settlement were announced. 
Hill and Harriman had wished to fight 
the matter out in the stockholders’ an- 
nual meeting or the courts, but Mr. 
Schiff protested most vigorously and 
refused to relinquish his position. It 
was he who allowed the luckless 
“shorts,” caught in barrage and coun- 
ter-barrage, to settle at $150 a share. 


Schiff the Man More Interesting 


But Schiff, the financier, great as his 
achievements have been, is far less in- 
teresting and admirable than Schiff 
the man. History will remember him 
not because of his great financial deals, 
but because of his humanitarism and 
his great good works. 

Curiously enough, much has been 
written about Mr. Schiff but very little 
of a “close-up” variety. You will see 
his name constantly in the public 
prints but always in connection with 
work he is doing and not in reference 
to him personally. 

One day you will read that he has 
offered a prize for the best essay at the 
Hebrew School of Educational Alli- 
ance, the next that he has given $25,- 
000 to the Palestine Restoration Fund. 
Now he speaks at a meeting to formu- 
late membership plans for the Jewish 
Philanthropic Societies, now he joins 
the German Democracy Society and 
gives it funds. He receives an en- 
grossed letter in appreciation of his 
aid to the Jewish War Relief Fund 
and next you hear of him addressing 
the Liberty Loan Rally of the New 
York Stock Exchange. He supports 
Mayor Mitchell’s campaign, becomes 
vice-president of the Friends of Peace, 
speaks at a dinner of the Bond Club, 
and so on—always busy as the pro- 
verbial bee and always busy at good 
works. 

He is an unstinting and tireless giver, 
irrespective of religion, race or creed. 
His only question is “Will this money 
aid in the progress of mankind?” He 
is a scrupulous follower of the ancient 
Mosaic law which says that a man 


must give a tenth of his yearly income 
to his fellow men. 


The World’s Greatest Jew 

He is not only the world’s greatest 
Jew but he is the greatest friend the 
Jew ever had. He is a true Prince in 
Israel. His great hobby, however, is 
not the Jewish people, as many per- 
sons have thought, but citizenship. 
Like the ancient Greeks he believes 
that next to God and Country comes 
the city and the development of civic 
idealism. It would be difficult to 
name a worthy project for municipal 
improvement in which Mr. Schiff has 
not taken a prominent part. He was 
a leading member in the Committee 
of 70 and the later Committee of 15 
and the Committee of 9. He founded 
and is president of the Montfiore Home 
for Chronic Invalids. Deeply versed in 
Semitic literature he founded the Sem- 
itic Museum at Harvard University 
and gave funds for the purchase of the 
Semitic libraries for New York Uni- 
versity and for the Jewish Theo- 
logical Seminary, N. Y. City. He was 
a founder and first Treasurer of Barn- 
ard College, Trustee for the American 
Jewish Committee and is a member 
of Metropolitan Museum of Art and 
the American Museum of Natural His- 
tory. These are but a few of his many 
charities and activities. To recount 
them in full would take more space 
than this Sketch is permitted. In fact 
I doubt if there has ever been or ever 
will be a complete totaling of his phil- 
anthropies. 

America First 

Although a great Jew Mr. Schiff is 
a greater American. In a speech at the 
dedication of the Central Jewish In- 
stitute in 1916 he said: 

“We stand at the parting of the 
ways. Are we to be American Jews or 
Jews who live in America?” 

And he went on record as actively 
opposing all efforts to segregate the 
Jewish people in this country. He 
said that he was the strongest believer, 
as his life had attested, in the Jewish 
people and the Jewish theology and 
traditions but that he was emphatically 
of the opinion that the Jews should 
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be Americans first, last and at all 
times. 

For this he was bitterly criticised 
by reactionary Jews. For the moment 
all his lifelong devotion and work for 
the Jewish race was forgotten and 
some even went so far as to call him 
a traitor to the Jewish people. This 
accusation cut him to the heart. 

At the Jewish Community Conven- 
tion in that same year he rose to speak 
with trembling lips and voice choked 
with emotion. He said that he intended 
following his work in behalf of the 
Jewish people with as great diligence 
as before but “hereafter Jewish pol- 
itics in whatever form they may come 
up will be a sealed book to me.” He 
made no complaint or recriminations 
and that speech was the only indica- 
tion he has ever given of the outcry 
which seared him to the soul. 

Simple in dress, quiet and modest in 
manner, efficient in work or play, un- 
obtrusive, mild spoken and kindly in 
disposition, he represents an ideal of 
American life. 

Bernard G. Richards, a Jewish au- 
thor, who has had the opportunity of 
observing Mr. Schiff in moments of 
relaxation, pens the following delight- 
ful pen picture of the international 
financier and philanthropist: 





“Except when stirred by a thought 
or an idea in which he is intensely in- 
terested, Mr. Schiff speaks to you soft- 
ly and mildly, looks seriously out of his 
kindly eyes, smiles and utters words of 
comfort, and if you happen to be his 
guest you are the best looked-after 
person in the world. Mr. Schiff, in the 
midst of his family with his grand- 
children climbing all over him, his 
flowers, books and beautiful pictures 
about him, gives you a new insight 
into other phases of what the news- 
papers call the ‘human side of the 
man’—as if there could be anything 
inhuman about such a personality.” 

In addition to being a speaker al- 
ways in the greatest demand, Mr. 
Schiff is something of an author. 
Among things he has written are “Fin- 
ancial Progress in Japan,” “Japan Af- 
ter the War,” “Relation of a Central 
Bank to the Elasticity of the Currency” 
and “Restriction or Regulation for Im- 
migration.” 

He is one of the comparatively few 
men who have made large fortunes; 
but instead of being narrowed and 
hardened by the touch of millions has 
regarded them as a medium for the 
expression of high ideals and a genu- 
ine love for and interest. in the pro- 
gress of the human race. 
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LIBERTY BOND DEPARTMENT 
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What the New Tax Exemption Means 


for Liberty 


Bonds 


Secretary McAdoo’s Purpose—The New Legislation— 
Effect of Tax Exemption 





LTHOUGH there had been 
more or less discussion of 
the proposal to change the 
tax exemption features of 
the laws affecting Liberty 
Bonds the first official ex- 
planation Secretary Mc- 
Adoo gave on the subject 

was in a communication to Chairman 

Kitchin in which he said his recom- 

mendation to raise the amount of bonds 

exempted was to “attract subscrip- 
tions from the great number of inves- 
tors of ample means.” 

A Divided Investment Allegiance 

He knows this class is the backbone 
of the country’s investment capital, and 
further, that the low total of $5,000 
exemption of Liberty 4s and 4%s 
caused a somewhat divided investment 
allegiance in many people of this class. 
They felt the restraining influence of 
taxation on their Liberty Bonds. 

The Secretary, no doubt, had been 
perusing the income tax list, which 
shows the relative amount of potential 
bond buyers of different amounts of 
income. Alongside of this he doubt- 
less had additional light on the subject 
in the allocation of the bond issues of 
the past. 

Based on the income tax returns for 
1916 as compiled by the Bankers Trust 
Company there is the following inter- 
esting showing of the national income 
by families: 

Family Incomes 





Number of 

Amount Families 
(1) $ 1,000 to$ 2,000 ....... 3,180,000 
(2) 2,000 to ar 1,789,000 
(3) 5,000 to 10,000 ....... 150,000 
(4) 10,000 to 50,000 ....... 104,614 
(4) $0,000 to 100,000 ....... 10,452 
(6) 100,000 to ee 6,051 


(7) $00,000 and over ......... 


Further tax exemption benefits that 
are enjoyed under the new legislation 
will mean, it is expected, a handsome 
addition to the buyers’ ranks among 
these various classes. Even if there 
are only approximately seventeen mil- 
lion buyers again this time the tax 
exemption features are sure to increase 
greatly the subscriptions of the class 
mentioned by Secretary McAdoo. 

If we should assume that class (3) 
increased its subscription this time by 
$5,000 per family on the average, class 
(4) by $10,000 per family on the aver- 
age, and class (5) by $25,000 per 
family, these three alone would absorb 
by this additional subscription alone 
nearly one-third of the loan. Hence 
the additional billions asked for this 
time could largely be absorbed right in 
this class with substantial incomes. 


New Legislation 
The new legislation designed to 
bring in these heavier subscriptions is 
to this effect: 

“That until the expiration of two 
years after the date of termination of 
the war between the United States and 
the imperial German Government as 
fixed by proclamation of the President, 

“The interest on an amount of bonds 
of the Fourth Liberty Loan, the prin- 
cipal of which does not exceed $30,000, 
owned by any individual, partnership, 
association or corporation shall be ex- 
empt from graduated additional income 
taxes, commonly known as surtaxes, 
and excess profits and war profits taxes 
now or hereafter imposed by the United 
States, upon the income or profit of in- 
\dividuals, partnerships, associations or 
corporations. 

“The interest received after January 
1, 1918, on account of bonds of the First 
Liberty Loan, converted, dated either 
November 15, 1917, or May 9, 1918; the 
Second Liberty Loan converted and un= 
converted, and the Third Liberty Loan 
the principal of which does not exceed 
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$45,000 in the ageregate, owned by any 
individual, partnership, association or 
corporation, shall be exempt from such 
taxes; provided, however, that no such 
owner of such bonds shall be entitled to 
such exemption in respect to the in- 
terest on an aggregate principal amount 
of such bonds exceeding one and one- 
half times the principal amount of bonds 
of the Fourth Liberty Loan originally 
subscribed for by such owner and still 
owned by him at the date of his tax 
return; and the exemptions provided in 
this section shall be in addition to the 
exemptions provided for in Section 7 
of .the Second Liberty Bond act in re- 
spect to the interest on an amount of 
bonds and certificates authorized by 
such act and amendments thereto the 
principal of which does not exceed in 
the aggregate $5,000 and in addition to 
all other exemptions provided in the 
Second Liberty Bond act. 

“The interest on any amount of 
bonds, the principal of which does not 
exceed $30,000 owned by any individual, 
partnership, association or corporation 
issued upon conversion of 34% bonds 
of the First Liberty Loan in the exer- 
cise of any privilege arising as a con- 
sequence of the issue of bonds of the 
Fourth Liberty Loan shall be exempt 
from such taxes.” 


A Concrete Example 

Illustrated by a concrete case, the 
buyer of $10,000 of new Fourth Liberty 
Loan Bonds gets exemption from taxa- 
tion on this $10,000 and also on one and 
one-half times that amount, or $15,000 
more of previous issues of 4% or 444% 
bonds that he may hold or acquire in 
addition to the $5,000 more of these old 
bonds which were exempted under the 
original law. 

Under the rule, of course, the maxi- 
mum amount of new Fourth Loan 
bonds that may be exempted is $30,000. 
Under the bill he may also hold or buy 
$45,000 of old 4s or 4%s which will be 
exempted. In addition he will have an 
exemption on the $5,000 extra origi- 
nally exempted, making $80,000 in all 
as the maximum under the new law. 

The tremendous impetus this will 
give to the new Loan can be fully ap- 
preciated by a study of the first table 
of families enjoying what the Secre- 
tary calls “ample means.” 

Holders of old bonds, however, can- 
not claim exemption on additional 
amounts unless they buy new bonds. 


And furthermore to claim exemption 
the buyer must hold the bonds of the 
Fourth Loan continuously. 


Effects of Tax Exemption 

The obvious and first great effect of 
this generous provision is the added 
subscriptions that will come from that 
class of people who do some thinking 
when the tax schedule stares them in 
the face. A great total no doubt will 
be absorbed by this group for in so 
doing they do themselves a benefit as 
well as discharge their patriotic duty. 

There is a big field in which to work 
so that the appeal of this new tax ex- 
emption should reach a group very 
powerful in resources. 

This principal effect will be accom- 
panied by some further advantages to 
the previous Liberty Bonds. Auto- 
matically there will be exempted a tre- 
mendous amount of the previous issues 
already in the hands of a large group. 
Along with this will come a substantial 
demand for the older issues which will 
be reflected in advancing market quo- 
tations. This latter effect will have a 
salutary effect on the market position 
of the bonds. 

One thing that will surely happen 
will be a combing through of invest- 
ment schedules of these people of 
“ample means” to see where they can 
make changes, “swaps,” trades, and so 
on, as is usually the case where an 
attractive proposition is presented. This 
shifting of taxable securities into Lib- 
erty Bonds that are exempt will be a 
noticeable feature in the bond markets 
in the coming months. Many investor: 
will find it to their advantage to give 
up some taxable securities for Liberty 
Bonds. Investors are adjusting their 
investments continually. 

This tax exemption will be a factor 
in the finances of the many thousands 
of smaller corporation and business 
enterprises that now hold Liberty 
Bonds and expect to buy additional 
Fourth Loan Bonds. The individual 
benefit in the way of cancelled taxa- 
tion may not be great but the aggre- 
gate of bond biying ability that will 
be created will be no small factor in 
the coming Loan. 
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Why and How You Should Convert 
Your Liberty Bonds 


Terms of Conversion—How to Exchange—Why Exchange 
Should be Made 





Written for THe MaGazine or WALL Street by the Publicity Department of the Liberty Loan 
Committee, Second Federal Reserve District 





h] S November 9 is drawing 
)| near rapidly it is timely to 
impress on holders of the 
earlier issues of Liberty 
Bonds that their time for 
exchanging the bonds is 
nearly past. 

As a matter of personal advantage 
it has been urged on holders of the 
3%% and 4% bonds that they accept 
the privilege of conversion that the 
government has attached to these 
bonds. 

Under the reasonable certainty that 
future issues would bear a higher rate 
than these figures the Treasury Depart- 
ment gave to holders of these bonds 
the privilge of exchange for the bonds 
of higher rate within prescribed time 
limits. To facilitate the matter, it set 
six months limit within which one 
could make up his mind. 


What the Terms of Conversion Are 
The terms of conversion for the 
various issues are as follows: 
3% Per Cents 
Convertible into any higher rate bond 
issued during the war (except short 
term 5-year loans) within six months 
from date of the issue of such higher 
rate bonds. 





4 Per Cents ; 

First series issued or obtained by 
converting Liberty Loan 3%% bonds 
before May 15, 1918, and due 1947, are 
convertible into 4%s due 1947, if appli- 
cation is made before November 9, 1918. 

4 Per Cents 

Issued direct to investors and known 
as second series and due 1942 are con- 
vertible into the 4%% bonds, due 1942, 
if application is made before November 
9, 1918. 

4% Per Cents 
_ Are not convertible into any future 
issue. 
\ purchaser of 3%s therefore has 
the continuous privilege during the 
prescribed time limits, of exchanging 


his bonds for new issues bearing a 
higher rate of interest but the 4s (both 
first and second series) forfeit their 
conversion rights unless the holders 
exercise the opportunity to convert 
them into 4%4s before November 9, 
1918. In case a holder of 3%s has con- 
verted into 4s, he still retains, until 
November 9, 1918, the privilege of con- 
verting again the 4s thus acquired into 
the new 4%s. 


How to Go About Exchanging the 
Bonds 

The best method of converting your 
bonds is to send them to your bank or 
any National Bank nearby by regis- 
tered letter. If you happen to be near 
the Federal Reserve center in your part 
of the country you can send it direct 
to that Bank. The bank will give you 
a form prepared by the government. 
This blank must~ be filled out and 
handed back again to the bank, by 
whom it will be turned over to the 
Treasury Department of the govern- 
ment. On completion of this process 
the new bond will be received from 
your bank. 

All the banks of the country stand 
ready to help owners of Liberty Bonds. 
This is the safest way that can be rec- 
ommended for handling the transac- 
tion. 


Why the Exchange Should Be Made 


If any holders of 4% bonds fail to 
convert their bonds into 4%s within 
the prescribed time limit, ending No- 
vember 9, it will mean a careless sacri- 
fice which is absolutely irretrievable. 
There is no plausible reason why every 
4% bond should not be converted into 
44s. 

In the first place the holder gains 
through the additional interest re- 
ceived. The interest date of the 4s that 


meme ee eee ee eee ee 
(947) 








spa mmemememe ee ee eee ee eee ee ee 


948 


THE MAGAZINE OF WALL STREET 





will be exchanged coincides with the 
interest date of the new 4%s to be re- 
ceived. But the person who exchanges 
the 4s gets 4%4s that bear the full in- 
terest at that rate from the last inter- 
est date, namely, June 15 for the first 
series 4%4s, and May 15 for the second 
series 4%s. The advantage to the 
bondholder will be the difference be- 
tween 4% and 4%4% interest on the 
bond for the number of days that have 
elapsed from the last interest date to 
the time the 4% bond is turned in. 
Usually in a transaction of this kind 
an adjustment of interest is made but 
the government generously has re- 
nounced the difference in interest 
which has accrued to it in these cases. 

There is a further disadvantage con- 
fronting the investor who neglects to 
make the exchange. To all practical 
intents the 4% bonds are now 44% 
securities because they enjoy this priv- 


ilege of exchange. Hence the market 
position and price of the 4s is now 
practically equivalent to the 4%s. 
When the privilege of conversion 
ceases on November 9 there is noth- 
ing to prevent the 4s becoming ad- 
justed to their somewhat changed con- 
dition. They will then be straight 
4% bonds. Ordinarily this difference 
would be represented by several points 
in their market price. 

Still another reason presents itself. 
The new tax exemption features of the 
4%s is very likely to be felt more 
strongly as time goes on. A tremen- 
dous amount of these bonds automati- 
cally become exempt under the new 
law. Tax exemption never fails to 
have an influence on the market posi- 
tion of a security. There is sound rea- 
son to believe it will have a marked 
tendency toward raising the quotation 
for these bonds. 


Liberty Bond Dictionary 





(Continued from Aug. 31st Issue) 


Capital—In economics, wealth which is 
used for the purpose of producing more 
wealth. In finance, that fund of wealth 
which is available for investment in secur- 
ities, or in new enterprises, or in the en- 
largement of old ones. 

Capitalization—The total of stocks, bonds 
and notes issued by a corporation. The 
term capital is often erroneously used in 
place of capitalization. 

Close Market—A market in which bid 
and. asked prices are close together. All 
Liberty bonds have a very close market, 
usually 20c. or 40c apart on $1,000 bonds. 

Closing—The last price for the day. In 
case of inactive securities the last bid and 
asked prices. 

Collateral Note—A promissory note se- 
cured by bonds, stocks, mortgages, or 
other paper evidences of value. 

Collection of Coupons—The coupons at- 
tached to the coupon form of bond are 
clipped off when due and deposited to the 
credit of the owner’s bank account, or 
cashed if desired. 


Commission—The broker’s charge for 
buying or selling. The N. Y. Stock Ex- 
change rule is 12%4c. per share each way for 
stocks selling at $10 or over; 6%4c. under 
$10; minimum for one transaction is usually 
25c. For bonds, $100 of par value is figured 
as equivalent to one share of stock. On 


Liberty bonds, however, there is no estab- 
lished commission. A frequent charge is 
30c. per $1,000 par value, minimum 30c. 

Compound Interest—The method of com- 
puting interest by which accrued interest is 
added to the principal at stipulated inter- 
vals, usually three or six months, so that 
the lender or depositor receives interest on 
interest. Liberty bond interest is not com- 
pounded but is paid to the holder as soon 
as due. 

Confirmation of Order—When a broker 
receives an order to buy or sell he “con- 
firms” the terms of the order back to the 
customer in writing to avoid the possibility 
of error. 

Conversion—Any bond or stock may be 
made convertible into another bond or 
stock. The terms of the convertible priv- 
ilege are usually, but not necessarily, stated 
in the bond or the stock certificate. First 
Liberty 34s are convertible into any later 
issue during the war. First Converted 4s 
and Second 4s are convertible into Third 
4%s until Nov. 9, 1918. Converted Liberty 
bonds retain their original maturity dates. 

Coupon—A small detachable part of a 
coupon bond representing the interest due 
at a specified date. The coupons have the 
same security behind them as the principal 
of the bond. A registered bond has no 
coupons, the interest being paid by check 
when due. 

(To be continued) 














Liberty Bond Prices 





LIBERTY 3%s 


(Monthly ~ and Low) 











June-September, 1917... . 100.30 99.00 
DEE . 045.045 Wa tcacell 100.10 99.48 
er 99.85 98.44 
a ee See ee 99.00 98.08 
PE CD. o oscscccwes 98.88 97.20 
ee 98.46 97.46 
SS EE ee 99.00 97.26 
Ne eee 99.30 98.56 
SD cnicct weatd atte adage 99.98 98.82 
BOD ‘cnhnlen ss scktebans 99.88 99.46 
SD wsniniedaa Wavele's «die 99.92 99.52 
IEE ocak nkcageunseen 102.50 99.86 
Sept. to Sept. 18 incl... . . 102.00 100.02 
FIRST 4s 
(Monthly High — Rais 
D. comieer BOIT oo... 00 96.90 
January, BES... 2.80 cate 96.50 
DE siviweeseeetan 97.50 96.04 
OS Serre rr 97.70 . 96.10 
EE cc leciureeken aden 97.06 95.88 
NR wlosepan ter antne tee ae 96.84 93.86 
MN eegededeachGueneen 95.20 93.00 
MN stradunisud dune tends 94.70 93.90 
DE 5 < ckcantaeenes> 94.50 94.02 
Sept. to Sep*. 18 incl..... 96.90 94.44 
SECOND 4s 
(Monthly High _ Low) 
October 1917 .......<65. 00.02 100.00 
rere 100.02 97.00 
ing cc awnssisese 98.00 96.70 
a rE 97.20 95.76 
Pebcaary ........ .-.. 97.26 94.70 
OS Eee ere 97.98 95.76 
ON eee ee 97.06 95.82 
ME itniss Gandeveoar~ens 96.84 93.86 
2  .cabidimesdenwuney 95.18 93.00 
icine kis iced amen Gee 94.26 93.10 
ON ERR errr ere 94.30 93.30 
Sept. to Sept. 18 incl..... 98.00 94.20 
FIRST Bis 
(Weekly High and Low) 
7/20 ...94.58 93.92 8/24 ...94.26 94.08 
7/27 ...94.70 94.30 8/31 ...94.50 94.12 
8/3 ...94.54 9436 9/7 ...95.10 94.46 
8/10 ...94.44 94.30 9/14 ...96.76 95.02 
8/17 ...94.36 94.08 
SECOND 4%s 
(Weekly High and Low) 
7/20 ...94.14 93.92 8/24 ...94.02 93.60 
7/27 ...94.00 93.58 8/31 ...94.24 93.68 
8/3 ...93.70 93.10 9/7 . 94.58 94.20 
8/10 ...94.00 93.30 9/14 ...98.00 94.40 
8/17 ...94.08 93.70 
“THIRD 4%s 
pnaee | —_— and _ 
S/lh cnc he 96.04 95.80 
5/18 "9020 one , ee ..95.88 95.32 
5/25 ...97.90 97.36 8/3 ...95.78 95.02 
6/1 ...97.44 96.30 8/10 ...95.50 94.80 
6/8 ...97.30 95.32 8/17 ...95.68 95.30 
6/15 ...97.32 9640 8/24 ...95.62 94.90 
6/22 ...96.34 95.64 8/31 ...95.14 94.70 
6/29 ...96.86 95.64 9/7 ...95.80 94.96 
.-97.10 95.40 


7/6 ...9646 96.08 9/14 
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Exchange Your Coupon Liberty Bonds 
for Registered Bonds 


Unless You Have a Safe Deposit Box— Risk in Leaving 
Coupon Bonds About—Registered Bondholder 
Protected—Procedure to be Followed 





HE Treasury Department 
at Washington has insis- 
tently recommended that 
holders of coupon Liberty 
Loan Bonds change them 
into registered bonds. 

There are two classes of 
holders of coupon Liberty 
bonds. The members of one of these, 
a minority, are well aware of the risk 
they assume. The members of the 
other class are persons, generally 
speaking, of small or no business ex- 
perience, and undoubtedly a_ great 
number of these do not realize the 
risk they are running in keeping coupon 
Liberty Loan bonds at their homes, in 
bureau drawers and like receptacles. 

Some deem it sufficient precaution to 
copy the numbers of the bonds which 
they own and put the slip containing 
these in another drawer, so that if by 
any chance the bonds should disappear 
they could notify the authorities at 
Washington. 

If these persons, and others who have 
coupon bonds, would suddenly realize 
that allowing a $100 coupon bond lie 
around the house in such an accessible 
place as a drawer, is just as risky as hav- 
ing a $100 bill around, the Division of 
Loans and Currency at Washington 
would in all probability be swamped with 
applications for the exchange of coupon 
bonds for registered bonds. 

Liberty Bonds Like Money 

Regulations of the Treasury De- 
partment in relation to United States 
bonds say: “There is no authority under 
existing law empowering the department 
to issue duplicates of United States 
coupon bonds which have been lost or 
stolen or to redeem such bonds.” 

The United States Government in only 
one instance assumes responsibility when 
a coupon bond is lost. t is when it 
is destroyed, as by fire, or so defaced as 
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to impair its value to the owner; upon 
proof of such destruction or defacement 
a new bond will be issued. 


Registered Bond Protected 


Coupon bonds are almost without ex- 
ception held at the risk of the owner. 
This, however, is not the case with the 
owner of a registered bond. Almost 
every: possible protection is afforded him 
Not only is the name of the owner in- 
scribed on the bond, but also on the 
books of the Treasury Department, and 
if the bond is lost immediate steps can 
be taken to replace it. 

To the holder of a coupon bond who 
desires to make the exchange to a regis- 
tered bond, there are two methods. One 
is for him to apply to his bank, which 
has all the necessary information and 
which will be able to obtain for him the 
necessary blank form, if it does not have 
a supply on hand. Through the bank 
also the coupon bond can be forwarded 
to the nearest Federal Reserve Bank, 
which will take charge of sending the 
security on to Washington. 


The other method is by applying at 
Washington (Secretary of the Treasury) 
for a blank form required to be filled 
out. Any one with even a rudimentary 
knowledge of business form will have 
no difficulty in filling it out. The Treas- 
ury Department makes no charge for the 
exchange. The only cost to the holder 
is for transportation of the coupon 
bond to the Treasury Department. 

The registered bond has a number of 
advantages over the coupon bond. The 
special advantage is the fact that in a 
coupon bond it is necessary to clip the 
coupon and send it for collection, at the 
risk of the owner, while in the case of 
the registered bond, the Treasury De- 
partment mails checks to the owners, and 
thus the interest as well as the principal 
of the bond is protected. 
mmPmePereeneree = 
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Market Fluctuations of U. S. Government’s 


Spanish War 3’s, 1898-1918 





“aN April, 1898, war was de- 
clared upon Spain. Finan- 
cial markets were upset for 
about a month. Our situ- 
ation, however, in inter- 
national exchange, was 
very strong and just prior 
to the declaration of hos- 
tilities, the Government drew $60,000,- 
000 from Europe in order to protect 
our banking position. 

As it is an absolute necessity for 
warring nations to be able to meet 
their war debts by taxation and flota- 
tions of bonds, so was it necessary for 





eight times. The demand for the bonds 
was so great that they almost im- 
mediately sold at a premium of 544%. 
Selling at 105%, the bonds discounted 
peace in the very near future. In 
August of 1898, the protocol to the 
treaty of peace was signed. 

With the cessation of hostilities, the 
bonds started on a further upward 
movement. At the end of the follow- 
ing year, 1899, the bonds were sell- 
ing at 11034, and in 1900, as will be 
seen in the accompanying graph sold at 
the highest, 112%. During this time, 
records show that the bond market as 








SPANISH 
SFT PTFE 


y za 


=? g g/8 


101 








WAR 33 
PE Geese FE Fehe se 











this government to offer a war loan of 
$200,000,000 in 3% bonds. The gov- 
ernment could not have chosen a bet- 
ter time to float this issue. In 1893, 
there was an acute depression and in 
1897 the trend of business conditions 
started upwards. Usually during con- 
ditions such as those during 1896-7-8, 
there is a good demand for gilt-edge 
securities. Since Government bonds 
are in this class of securities, this new 
issue put out by our Government was 
in great demand. 

This loan was brought out at par 
in July, 1898, and was so popular that 
it was oversubsciibed very nearly 
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a whole reached its highest level and 
from then on sagged downward. How- 
ever, since these bonds were available 
to secure circulating notes of National 
Banks,the demand from this source did 
not allow the price to drop as rapidly 
as quotations of other bonds and it was 
not until the panic of 1907 cast its shad- 
ow that the price of these bonds fell 
off materially to 10234. 

The Spanish 3’s were redeemable at 
par whenever the Government deemed 
it advisable. The dates of maturity 
having been set at August 1, 1908 and 
August 1, 1918, the Government se- 
lected the former date as a good time 
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to call in a greater portion of these 
bonds. For that reason a low of 100 
was reached in August of 1908, when 
most of the bonds were taken up by 
the Government. 

With the passing of August 1908, 
the bonds immediately sold up to 101% 
and thence to 102% in 1909. In 1910, 
came a reaction due to political and 
financial causes. The Payne tariff 
law, passed in the latter part of 1909, 
decreased duties on foreign goods, les- 
sening Government revenues; the bal- 
ance of foreign trade in our favor, 
$666,431,554 in 1908, was reduced to 


$187,164,732 in 1910; and exports of 
gold were greater than imports by $75,- 
000,000. From 1910, the price of the 
3’s sagged from 10234 to 98 in 1915. 
Discounting prosperity in 1916 and 
1917, they sold from 98 to 102%. With 
the flotation of our Liberty Loans, 
the Spanish 3’s lost their favor, and 
very few sales were recorded in 1917 
and 1918, with prices ranging from 9814 
to 9934. On August Ist of this year, 
the remaining outstanding bonds, $63,- 
945,460, matured and were taken up 
by the Government. 
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DON’T SELL YOUR LIBERTY BOND— 
Borrow If You Have To From Your 


Bank or Banker 





T should rarely be neces- 
sary for any investor to 
sell his Liberty Bonds, 
since it is so easy to bor- 
row on them in case of 
any unforseen emergency 
which makes ready cash 
essential. Any bank or 

trust company in the United States will 
either lend money on Liberty Bonds as 
security or tell the would-be borrower 
just’ where to go to get the loan. 

Suppose after John Jones has bought 
$2,000 worth of bonds, his house burns 
and he has to have some cash. His first 
thought is to sell the bonds. But that is 
not necessary or desirable, especially 
when they are selling at a temporary dis- 
count. 

All Jones has to do is to take his bonds 
around to a bank and explain that he 
wants to borrow on them. The bank 
should loan him 90% of the par value of 
the bonds. If the bonds are in coupon 
form, he merely turns them ever to the 
bank, and executes a “collateral note” to 
cover the money he gets. This note pro- 
vides for the repayment of the loan, 
specifying the date due and the rate of 
interest, and also authorizes the bank to 
sell the bond in case the payment is not 
made when due. There are several forms 


of collateral note in use, but their gen- 
eral effect is the same. 

If the bond is registered, it has to be 
made negotiable before it will serve as 
collateral for the loan. For this purpose 
Jones endorses it “in blank,” like the en- 
dorsement of a note or check. Then the 
bank submits the bond to the Govern- 
ment at Washington, or to certain 
authorized representatives elsewhere, for 
record and certification. These details 
are handled by the bank. While they are 
being attended to Jones holds the banx’s 
receipt for his bond. When they are 
arranged, he executes a collateral note 
and gets his money. 

Loans on Liberty Bonds are being 
quite generally limited to 90 days, be- 
cause the banks want to keep their funds 
“liquid,” that is, in near maturities. 
Other Liberty Loans are coming, in 
which the banks will have to participate. 
Also, it is not desirable to encourage long 
term loans on Liberty Bonds. So far as 
possible the bonds should be held for per- 
manent investment. But at the expira- 
tion of the 90 days, the loan could of 
course be renewed if necessary. 

_The rate of interest on the loan will 
differ somewhat according to locality and 
conditions. At present, in most sections 


.of the country it should not exceed 6%. 
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MONEY-BANKING-BUSINESS 








Gold in Peace and War 


World’s Gold Supply—What Will Be the Effects of 
Peace?—Gold Must Be the Standard During the War 





By GEORGE 


E. BARRETT 





ANY suggestions are being 

made at this time regarding 

changes in the currency and 

banking systems of the world. 
Some believe it is imperative that we 
subsidize the business of mining gold 
in order to maintain and increase its 
production. Others believe we should 
now or later abandon gold in favor of 
platinum or silver. A currency system 
based upon a commodity index number 
has been suggested. Other ramifica- 
tions of the subject involve the exten- 
sion of our Federal Reserve Banking 
System to cover the foreign trade of 
the world. 

We know that money is essentially 
a medium of exchange and superseded 
the old medieval system of barter of 
goods. We must distinguish sharply 
between money and wealth, for while 
money is primarily a medium of ex- 
change and commands all forms of 
- wealth expressed in price, real wealth 
represents the lands, raw materials, 
building, machinery, etc., of a country. 

The history of money and the de- 
velopment to the present use of gold 
as a standard, is a long story. Gold 
has a scarcity value placing it in the 
class of precious ‘metals, but has a 
great advantage over other precious 
metals in that it is found generally 
throughout the world and no single na- 
tion has a monopoly of the supply. It 
superseded iron and other base metals 
because it was more convenient to 
handle, but today gold has disappeared 
practically from current circulation in 
favor of the more convenient paper 
money based upon gold. 


Gold Supply 


It has been estimated that aside from 
the gold used in the trades, hoarded in 


the form of jewelry, there is about the 
equivalent of $10,000,000,000 gold in 
the world as a basis for the currency 
and banking systems. Of this, the 
United States holds over $3,000,000,000 
or over one-third of the world’s supply. 

The production of gold has been in- 
creasing in quantity, as indicated by 
the following table. 


WORLD’S PRODUCTION OF GOLD 
Annual Average for 5-yr. Periods 

Period Fine Ounces Value 

6,410,324 $132,513,000 

134,083,000 

122,989,000 

129,614,000 

115,577,000 

114,586,000 

99,116,000 

112,895,000 

162,947,000 

257,301,100 

322,619,800 


TOTAL PRODUCTION FOR PERIOD 
Fine Ounces Value 
$402,503,000 
412,966,600 
442,837,000 
454,059,100 
455,239,100 
461,980,500 
466,136,100 
459,939,900 
439,078,260 
470,466,214 
457,006,045 


It should be noted that in the past 
few years the quantity of gold pro- 
duced has not increased in the same 
proportion as in previous years. The 
annual production has become so large 
that each year’s increment does not 
represent so large a percentage of in- 
crease. Likewise the present estimat- 
ed production of about $500,000,000 of 
gold in 1917 does not represent so 
large a percentage of increase on the 
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total of about $10,000,000,000 of gold 
supply in the world as a production of 
$400,000,0000 in 1906 when the supply 
of gold in the world was much less. 


Structure Supported by Gold 


Although we have about $3,000,000,- 
000 of gold in the United States, we 
have $5,559,000,000 of currency includ- 
ing the gold. This additional circulat- 
ing media is in effect redeemable in 
gold on demand and therefore support- 
ed by this gold supply. 

In addition we have bank credits rep- 
resented in part by the deposits of Na- 
tional, State and Savings Banks and 
Trust Companies aggregating about 
$26,000,000,000, supported by reserves 
of gold and other circulating media 
which is in turn supported by the gold 
in the country. Business transactions 
in the United States settled by gold, 
currency or bank checks during the 
year and based upon this gold supply, 
= estimated to exceed $400,000,000,- 


The bonded debt of the United States 
Government will soon exceed $20,000,- 
000,000 and although it is based upon 
the wealth and credit of this Govern- 
ment, it represents a promise to pay in 
gold. Similarly, the States, Munici- 
palities and Corporations in this coun- 
try have bonds outstanding payable in 
gold estimated to exceed $30,000,000,- 
000, 


The structure pyramided upon, and 
supported by the gold supply of this 
country thus assumes tremendous 
proportions. Although similar figures 
are not available in convenient form 
covering the entire world, an investi- 
gation shows that a unit of gold in 
some countries supports an even larger 
currency credit and business structure. 


Gold in Foreign Trade 


Because of the time involved in con- 
summating Foreign Trade and for 
other reasons, settlements are not 
made in the same manner as in domes- 
tic commerce. Foreign trade assumes 
the form of barter of goods for goods 
(and such other items as interest paid 
by one country to another, savings re- 
turned by immigrants to their native 

countries, etc., constituting the invis- 


ible trade of a nation). Any excess of 
exports or imports gives rise to a bal- 
ance which if not corrected by tem- 
porary expedients, such as credits or 
loans, must be settled in a medium of 
exchange acceptable to the creditor. 

The only medium of exchange which 
is universally acceptable today in the 
settlement of balances in foreign trade 
is gold. So long as wars are possible, 
no other system of settling balances 
of trade which depends upon an agree- 
ment between nations can be substi- 
tuted for gold which has long served 
that purpose. 


The Effect of Increased or Decreased 
Gold Production 


Economists disagree as to the effect 
of an increase or decrease in the gold 
supply. It is generally conceded that 
the demand for and supply of a given 
commodity—other things being equal 
—determines the price of that com- 
modity. However, as all prices are ex- 
pressed in money many economists be- 
lieve that an increase in the supply of 
money tends to decrease its value, and 
that it requires more money to express 
the same value, resulting in rising 
prices. Inversely, a decrease in the 
supply of money tends to falling prices. 

Assuming the accuracy of these 
principles, another factor of perhaps 
greater importance is often over- . 
looked. Although the world has ex- 
perienced increased gold supply coin- 
cident .with rising price levels, the ef- 
fectiveness of a single unit of gold (or 
a gold dollar) has increased in much 
greater proportion. 

For example, the gold supply in the 
United States in 1890 was $695,563,029, 
today it is $3,080,767,801. It does not 
require statistics to convince one that 
the value of currency, bank deposits 
and general business and credit struc- 
ture supported by gold has expanded 
in far greater proportion. 

An investigation shows that a dol- 
lar of gold in this country does not as 
yet support anywhere near the volume 
of currency, credit and business, that 
an equal amount of gold supports in 
England or some other countries. This 
is an important point to bear in mind 
when considering the relative effect of 











GOLD IN PEACE AND WAR 











after-the-war conditions in the United 
States. 

Much alarm is being spread by the 
gold producers who claim that the in- 
creased cost of labor and supplies will 
cause a falling off in gold production 
and bring about disaster unless they 
receive a subsidy from the Govern- 
ment. 

Unquestionably unless subsidies are 
granted, cheaper methods of produc- 
tion are developed or new deposits of 
gold discovered, the production is 
likely to decline if present high costs 
continue. However, there is no basis 
for alarm. 

The question of an increased or de- 
creased annual production of gold at 
this time sinks to insignificance in the 
presence of the other preponderating 
factors which are revolutioning the 
world’s economic structure. 

The great rise in practically all 
prices throughout the world during 
the past few years has been brought 
about principally by the increased de- 
mand for materials, supplies and labor 
to carry on the war. Quite important 
in this connection is the increased use 
of credit. As pointed out, the gold in 
the world is supporting a much larger 
credit and business structure, thus re- 
flecting the increased efficiency of gold 
now in the currency and banking sys- 
tems of the world. 

To add a further amount of gold at 
this time only assists in further ex- 
pansion. In fact it is a question if the 
present expansion is not rapidly be- 
coming inflated. Already, some of the 
countries at war have so increased 
their circulating media through the 
emission of fiat money and other forms 
of ingenious credit and circulating in- 
struments as to constitute rank infla- 
tion. 

Effects of Peace 

With the advent of peace, the world 
will face a readjustment quite as tadi- 
cal, although not as urgent, as was 
suddenly and unexpectedly forced 
upon it by the declaration of war. We 
know, that as one country after an- 
other has joined the conflict, the num- 
ber of individuals actively participating 
in the fighting and directly supporting 


it through the production of essential 
war materials, has been steadily and 
substantially augmented. Peace will 
find the world on a war basis, with a 
substantial part of the effective man- 
power of the world suddenly relieved 
of its work—war. 

We know that one of the greatest 
problems to be faced immediately 
peace comes definitely into sight, is 
the profitable employment of these 
vast numbers of men. Increased pro- 
duction of goods must inevitably fol- 
low and the development of outlets 
for surplus production and the captur- 
ing of foreign markets will actively 
engage the attention of the world. 

No attempt is made to predict the 
volume of foreign trade after the war, 
its channels, or the countries which are 
to profit thereby, but it is inevitable 
that the present balances of trade of 
every country in the world as respect- 
ing the other countries will be radi- 
cally upset and necessitate improved 
means for settling these international 
balances. 

In this connection we must not lose 
sight of the fact that certain of the 
neutral countries have acquired a 
much larger part of the world’s total 
stock of gold during the period of the 
war. This has been the natural out- 
come of heavy purchases made by the 
nations at war in neutral countries 
who demanded substantial payments 
in gold. America, as is well known, 
increased its stock of gold from less 
than $2,000,000,000 to over $3,000,000,- 
000, or a net increase of over $1,000,- 
000,000, or 50%, before the United 
States took an active part in the con- 
flict. 

The eyes of the world are going to 
look greedily upon these gold hoards, 
for gold is not only a means of settl- 
ing international balances of trade, but 
is primarily the foundation of the cur- 
rency systems, and the entire credit 
and business structure of the nations 
of the world. A relatively small in- 
crease in the stock of gold in a coun- 
try permits a vast expansion of credit 
and business. 

As pointed out, some of the coun- 
tries at war have expanded past the 
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point of safety, and in some cases this 
must inevitably lead to bankruptcy 
and financial disaster after the war. 
This over-expansion has been possible 
because of the patriotism of the people 
wrought to white heat by the conflict. 
In the cool and calm of peace times 
there will be urgent necessity for 
strengthening the gold reserves. 


There is much cause for alarm in the 
possible movements of gold after the 
war. Incase the United States is not 
able to sell more goods abroad than 
it buys at home (also allowing for the 
invisible balance of trade) to maintain 
a balance in its favor, or at least pre- 
vent an unfavorable balance of trade 
against it, our stock of gold must flow 
out of the country at least in part. 

Herein lies the great corrective fac- 
tor in the whole situation. As soon as 
gold would be withdrawn from a coun- 
try a contraction of credits would be 
imperative. Doubtless the readjust- 


ment would be severe, but even. if a 
panic was averted, commercial depres- 


sion could not well be avoided for con- 
traction and declining prices of com- 
modities and labor usually go hand in 
hand. When the readjustment has 
progressed sufficiently to make the 
prices prevailing in a country attrac- 
tive in relation to the prices of the 
same commodities in other parts of 
the world, the tide of foreign trade 
automatically readjusts itself. Such 
a country will thus have become the 
most favorable market to buy in and 
its exports will increase in relation to 
its imports and the balance of trade 
which may have been running against 
it will thereby be lessened or turned in 
its favor. 

Thus while we know that peace will 
bring radical readjustments in the bal- 
ances of foreign trade and that prob- 
ably the stock of gold in the world will 
be shifted about in settlement of these 
balances, it is not at all to be feared 
that any country will be completely 
drained of its gold reserves. 

While this may be comforting, we 
must recognize that the future is preg- 
nant with possibilities which, although 
of a temporary nature and carrying 
their own corrective factors, neverthe- 


less involve the probability of severe 
industrial depressions within some of 
the countries of the world. 

So long as wars are possible, it is 
impracticabie to abandon the gold 
standard in international trade in favor 
of any system which may be universal- 
ly applicable, but predicated upon the 
maintenance of good faith and agree- 
ment among nations. So long as gold 
is necessary in settlement of interna- 
tional balances, it behooves a nation to 
maintain the gold standard within the 
country. 

The whole subject warrants the 
most careful and thorough study by 
our economists, financiers, bankers 
and business men, because “gold” is 
destined to be a factor of increasing 
importance as the dawn of peace draws 
near. Unless the nations of the world 
consider this matter in conference 
with the other nations, as well as in- 
dividually, we may be faced by ill- 
advised or fundamentally unsound 
policies adopted by one or more na- 
tions which may precipitate an eco- 
nomic disaster of world-wide propor- 
tions before corrected. 


Conclusions 


Logical reasoning leads to the con- 
clusion that gold should continue as 
the standard of the world’s monetary 
and credit systems. A change to any 
other metal in part or whole is neither 
desirable nor warranted. A stimula- 
tion of the production of gold seems 
uncalled for. A change to any other 
system involving the abolition of a 
metallic basis is impossible until war- 
fare becomes extinct. 

Clearly, we must conclude that peace 
holds economic readjustments involv- 
ing grave possibilities. It is suggested 
that the facts warrant President Wil- 
son and the Allies calling a conference 
to discuss the situation with the neu- 
tral countries and prepare plans to be 
submitted at the peace table and un- 
derstanding of the sound underlying 
economic principles will unquestion- 
ably lead to co-operative action and 
may develop plans for safeguarding 
the monetary and credit structure of 
the world during the readjustments 
incidental to peace. 





Leading Opinions 


About Financial, Investment, Banking and Business Conditions 





Making Way for 
the Liberty Drive 


That the Government will tolerate no 
interference with its plans for the great 
Liberty Loan campaign became evident 
when Pierre Jay, chairman of the Cap- 
ital Issues Committee for the Second 
Federal Reserve District made public an 
important resolution adopted by the Cap- 
ital Issues Committee in Washington re- 
stricting the sale of shares and securi- 
ties, by brokers, corporations and invest- 
ment houses, until after the close of the 
Fourth Liberty Loan Campaign. The 
restriction does not apply to sales of 
listed securities on the Stock Exchange 
or to sales made over the counter. 

Under the terms of the resolution the Cap- 
ital Issues Committee will not pass any appli- 
cation for the sale or offer for sale any shares 
or securities during the period from September 
15 until after the close of the forthcoming 
Liberty Loan Campaign. It also asks invest- 
ment houses, brokers, corporations and others 
to refrain offering the unsold portion of se- 
curity issues heretofore passed by the Com- 
mittee from public offering from October 1 to 
the close of the Fourth Liberty Loan Campaign 
in order to give the Government the right of 
way. 

Opinion in Wall Street as to the ad- 
visability of the action taken by the 
Capital Issues Committee at Washing- 
ton, with regard to the approval of new 
capital issues, was mixed, but some prom- 
inent bankers expressed satisfaction over 
the decision on the ground that it would 
prove an important help to the Govern- 
ment in the flotation of its next Liberty 
Loan, according to Financial America. 

Charles E. Mitchel, president of the 
National City Co., said: 

“I am heartily in sympathy with the action 
of the Capital Issues Committee. I believe a 
reasonable period should elapse just prior to 
so large an undertaking during which no new 
issues should be put out in order that the pub- 
lic may be given a chance to rest and prepare 
for the huge task before it. There are no 
pressing demands for new financing which 
cannot be cared for after the conclusion of the 
Liberty Loan and it should be remembered 
that there has been a considerable amount of 
new financing accomplished during the past 
few months, most of which has met with 
quick response from the public. Therefore 
with a breathing spell of two or three w 


the public will be primed for the Government 
issue to be offered in the latter part of this 
month.” 


“America—the Great Creditor 
Nation”—J. E. Rovensky 


That the end of the war will find 
America financially and economically 
dominant is the opinion of John E. Rov- 
ensky, vice-president of the National 
Bank of Commerce of New York. Inan 
absorbing address before the national 
convention of the American Institute of 
Banking at Denver, September 19, he 

















Philadelphia Evening Public Ledger. 
“A PROFIT IS NOT WITHOUT HONOR SAVE 
IN HIS OWN COUNTRY 





traced the change of America from a 
great debtor nation to the greatest credi- 
tor nation as shown in the table herewith. 
He wound up his address as follows: 


“About ten years ago, speaking here before 
the Pennsylvania Bankers’ Association and ad- 
vocating the establishment of a central bank 
(the Federal Reserve Banking System is noth- 
ing more or less than a form of central bank- 
ing), I predicted that America, with its great 
natural wealth, ideal climatic conditions and 
enlightened population, would inevitably be- 
come the leading financial nation of the world, 
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but that before that could take place, it was 
absolutely necessary that its antiquated bank- 
ing system be replaced by more modern ma- 
chinery. Modern machinery has been adopted, 
and it is safe to say that the American bank- 
ing system today is more efficient than that of 
any other country. 


“By the time the war is over, America will be 
one of the leading creditor nations of the 
world, a financial center from which a large 
part of the world’s economic forces will be 
directed, where the debits and credits of the 
world’s trade will to a large extent be cast up 
and settled. World banking on a scale hitherto 
undreamed of will be the order of the day. 
The star of financial and economic supremacy 








Nashville Tenneseecan. 
“ARE YOU IN ON THIS?” 





that has been traveling westward since the 


dawn of civilization, from the Orient to 
Greece, Rome, Western Europe, and that now 
rests over London, will again move onward 
in its course and—cross the Atlantic. In con- 
templating this picture there spreads before 
our eyes a vista of a world of boundless op- 
portunities which await young American 
bankers of the present generation.” 


Change in the International Financial Situation 
of the United —_ = the Outbreak of 
the ar 


(In million dollars) 
Dr. Cr. 


United States securities held 
abroad at beginning of the war 4,000 
United States property owned 

by non-resident foreigners.. 1,000 


Excess of gold imports over ex- 
ports, July 1, 1914-July 1, 1918 1,040 


Foreign securities and other 
property owned by American 
citizens at beginning of war 

Excess of merchandise exports 
over imports, July 1, 1914— 
July 1; 1918 

Excess of silver exports over 
imports, July 1, 1914—July 1, 
1918 

Using this estimate as a basis, 
we are now a creditor nation 
to the extent of 


1,500 


10,110 


11,805 11,805 


Nore.—Interest accruing on securities owned by 
foreigners and other current income has not been cal- 
culated, as these items are probably offset up to the 
present time by interest accruing on the debt of for- 
eigners to us, etc. 


Is Speculation 
Now Legitimate? 


War has brought to Americans many 
new economic thoughts that we are try- 
ing to digest, and we are having a hard 
time with some of them, observes A mer- 
ican Industries. 


The American is a born speculator ; 
and speculation, in war times, is frowned 


upon. 
But what is speculation? 


To the popular mind speculation suggests 
playing the market on the narrowest limit of 
margin permissible; of plunging; of straining 
one’s resources beyond the safe limit in ven- 
tures that promise, or seem to promise, large 
returns. 


Certainly this is speculation, and the kind, 
too, that usually results in disaster and has 
brought odium to the word. It should be 
frowned upon in war time, and at any time. 


Legitimate speculation, however, is a nec- 
essity to the growth of any community that 
has not reached the full stage of development. 
The sound and well-seasoned stocks and bonds 
of our industrial enterprises that are so popu- 
lar now with those seeking conservative invest- 
ments are the result of the speculative ven- 
tures of “somebody.” It took money to de- 
velop these manufacturing establishments and 
to nurse them through their beginnings. 


This country has by no means reached the 
limit of its development. There is practically 
as much “speculative” money needed now as 
at any time in its history, and the exigencies of 
war serve rather to accelerate than to diminish 
the need. 


The man of large means, having placed the 
bulk of his funds either in his own private 
business, in Liberty Bonds, or in some of the 
recognized safe and sound investments, should 
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not forget the duty he owes to himself and to 
society to foster new useful enterprises in 
every legitimate way. 

The war is bringing up new speculative pos- 
sibilities of this kind every day. 

Restrictions Will Not 
Kill Trading 

Will the increasingly stringent restric- 
tion of the money markets and the checks 
put upon trading eventually put an end 
to speculation? This question is one 
which Wall Street has been asking itself 
for some time past. We quote the Wall 
Street Journal as follows: 

“Restricting broker’s loans,” according to a 
prominent banker, “will not prevent trading in 
securities even at higher prices. It will dis- 
courage active speculation and should prevent 
a runaway bull market.” 


broker’s loans. This may seem unduly high, 
but such is not the case. In active markets 
single houses have been known to borrow up- 
wards of eighty or a hundred million dollars. 
These borrowings are now probably less than 
half those of active periods. But loans of 
non-speculative houses do not fluctuate so 
widely between active and dull market condi- 
tions. These houses probably are borrowing 
75% of the amount they do in active markets. 

It is estimated that in an active market 
$1,200,000,000 to $1,500,000,000 collateral loans 
are frequently outstanding. Normal loans, 
representing an average over four or five 


years, would probably be nearer $800,000,000 
to $1,000,000,000. 
Higher Taxes 
on Wealth 
An editorial writer in The New Re- 


public recently said: 
While we are revising our scheme of war 
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Chicago Daily News. 


THE RESCUER 





_By neither word nor action has the Money 
Committee sought to discourage legitimate 
purchases or sales of stocks. It has merely 
served notice on the speculative public that 
limited “credit” only will be extended them 
until the Government’s needs have been met. 
In other words, anything but those factors 
which directly contribute to the effective prose- 
cution of the war must be considered in a de- 
ferred classification. 

Speculation’s importance is nevertheless rec- 
ognized, else the committee would not be con- 
tent to continue the existing volume of loans. 
There is nothing in the committee’s warnings 
to indicate that it contemplates a contraction 
of the present outstanding volume of loans 
provided sufficient prudence is exercised by 
the banks and the brokers in preventing un- 
wholesome speculation. 

The committee is not willing to make public 
figures reported in confidence to it, but it is 
estimated by those in position to know that at 


present there are outstanding $600,000,000 in 


taxation, say the established authorities on 
public finance, we ought to go much farther 
in the direction of universality. We ought to 
lower the income tax exemption in order to 
reach more of the labor incomes that have 
been increased by the war. We ought to ex- 
tend our system of excise taxation in order 
to make even those who must remain exempt 
from direct taxes pay a share in the costs of 
the war. The values we are seeking to estab- 
lish by this war are democratic values. When 
we have won it the world may or may not be 
a better place for the aristocrat, the plutocrat, 
but it will certainly be a better place for the 
man of modest hopes and undistinguished for- 
tunes. Therefore he ought to be willing and 
eager to contribute to its costs in proportion 
to his ability. 

He then goes into an exhaustive review 
of taxable incomes in relation to divi- 
dends, and the fluctuation of business, 


and says: 
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Accordingly it appears a safe forecast that 
the income statistics for 1917 and 1918 will 
show that the relative increase in the larger 
incomes has again been decidedly greater than 
in the smaller. The tendencies toward concen- 
tration set in motion before we entered the 
war have not yet been checked. More and 
more of our income and our productive power 
is falling into the hands of the few. 

This, we submit, is not a condition upon 
which a democrat can enthusiastically espouse 
projects of indirect taxes of wide incidence. 
Nor can he endorse without qualifications plans 
for raising the normal tax, which would bur- 
den all taxable incomes in equal measure, 
while the supertax on large incomes re- 
mained unchanged. Rather let us first of all 
devise a scheme of supertaxes calculated to 
prevent the larger incomes from gaining in 
number more rapidly than the more moderate. 


At > 








Amer. 
GETTING OUT THE OLD STUFF 





It wili then be time to consider rates of normal 
tax to be levied upon all incomes alike. And 
as a final stage in the development of our tax- 
ation system, we may properly consider con- 
sumption taxes of wide incidence, designed 
to collect a revenue froth the incomes too 
modest to fall under the direct income tax. 


Bankers Support 

War Profits Tax 
The Investment Bankers’ Association 
of America, which some time ago offered 
its co-operation to the Government on 
revenue legislation will appear before the 
Senate Committee to support Secretary 


McAdoo’s position in favor of an effec- 
tive war profits tax and against an in- 
crease in the rates of the alternative ex- 
cess profits tax. Speaking for the asso- 
ciation, its attorney, Robert R. Reed. 
said: 

“The excess profits and war profits provi- 
sions of the House bill demonstrate anew the 
impossibility of the capital percentage stand- 
ard as a foundation for a so-called confiscatory 
profits tax as applied to corporations, the stocks 
of which have been bought and sold for years 
on their demonstrated earning value and rep- 
resent both the cost and capital value to the 
stockholders of their present investment. It 
may be possible to ignore this fact in a rela- 
tively light graduated tax, but it cannot be 
safely ignored in a 70% or 80% tax. 

Cases have arisen and there are no doubt 
very many of them where practically all the 
stock has been bought just prior to the taxable 
year at a value several times the ‘invested cap- 
ital’ allowed under the act. And of course in- 
dividual stockholders in all large corporations 
have purchased at the going-value of recent 
years. A 70% to 80% tax on the excess over 
say 10% of the ‘invested capital’ of 1900 or 
1910 in such cases practically confiscates the 
income over 2% to 5% on the actual invest- 
ment of the stockholders. 

“This is the fundamental far-reaching ob- 
jection to the bill from the viewpoint of busi- 
ness and justice, which is or should be just 
now that of the Government. But on the 
revenue standard alone there is an equally 
serious objection affecting a different class of 
corporations. The bill practically gives a 
watered stock the presumptive value of full 
paid invested capital and specifically denies to 
ultra-conservatively capitalized concerns even 
the actual values invested in the property.” 

Arthur Reynolds, first vice-president 
of the Continental & Commercial Na- 
tional Bank, discussing with a represen- 
tative of Dow, Jones & Co. the effect of 
the eight billion dollar tax, said: 

“I can best epitomize my opinion by saying 
that while this new tax will be a burden upon 
business and our financial resources, it is one 
that will be borne cheerfully and successfully 
so by the people of the United States. Just 
how it will be done, I am not prepared to say. 
But we have, as a people, accomplished other 
financial tasks that were considered almost 
impossible, hence I am satisfied we will wel- 
come this new call on our finances and meet it 
fairly and squarely as patriotic American citi- 
zens. 

“Business, financial and otherwise, is now 
carrying and has been for some time, a heavy 
burden of taxation. The relative value of the 
dollar, as we all know, has decreased and will 
be further lowered in proportion as our taxes 
increase. The ultimate consumer will be the 
heaviest and most persistent sufferer. But 
when we stop to analyze that, we will find that 
we all belong to the ultimate consumer class 
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and as a consequence, we will carry the bur- 
den together. 

“What the full effect of the tax will be, if 
the bill is passed by Congress, only time and a 
thorough trial will tell.” 


Expert Market 
Opinions 


Knauth, Nachod & Kuhne—The Money 
Pool Committee has announced that the 
banks will not finance any broad specula- 
tion and that if such is attempted, the 
rates will be made corrective. The surveil- 
lance of the money market has been ex- 
tended to a point where a close watch is 
being kept of the loans to corporations, so 
as to enable the committee to see just how 
the account stands and whether it is being 
expanded. These measures are wholly un- 
precedented, but the situation is so ab- 
normal and the interests at stake are of 
such extraordinary importance that the 
committee is justified in pursuing an ultra- 
conservative policy. 

The check thus placed upon speculation 
has retarded the progress of the stock 
market and numerous issues are selling ma- 
terially below the price level which their 
earnings justify. When conditions favor the 
resumption of speculation for the rise, the 
demonstration will be all the greater be- 
cause of the present restrictions. 


McDonnell & Co.—We are of the opinion 
that while the action of the money pool 
will tend to restrain activity for the time 
being, selective investment buying will 
serve to advance securities materially. 
While many stocks in spite of the recent 
reaction are selling high enough, the posi- 
tion of others warrants an advance of ten 
points or more. This is particularly true of 
many of the rails—both dividend-payers and 
non-dividend payers. 

While present money conditions prevail 
we favor the stocks selling under par rather 
than those that command a premium over 
their par value. The former are generally 
preferred by investors. 

While money conditions may check any 
intense speculative activity in the near 
future, with securities at their present level 
any evidence of peace or a great military 
victory would undoubtedly cause all re- 
strictions to be thrown to the wind. 


Keane, Zayas & Potts—In our opinion 
prices will hold about the current level until 
the Liberty Loan drive, which begins late 


in the month, is over. They may sag a 
little after that, but there is little more 
chance of a bear market eventuating than 
there is for a bull market. Speculation for 
a decline will not be tolerated at all, but 
natural declines might follow any disaster 
to our arms in France. Judging by the 
progress and prowess of the Allies and our 


American forces the disasters are all fall- 
ing to the portion of the enemy, and proper- 
ly so. With 1,600,000 fighting Americans 
in France already and another million 
waiting to go it would seem that disasters 
should continue to multiply for the foe. A 
firm and steady market for securities, there- 
fore, is what we look for from this time 


until the end of the war. 
1 


Chandler Bros. & Co., Philadelphia—It 
may not be improper to remind ourselves 
that along with the convulsion of war, with 
the revolution of general business, which 
has increased abnormally in some direc- 
tions (as for instance in the production of 
every requirement for armies in the field), 
while it has decreased seriously in many 
other directions (as for instance because of 
labor scarcity, as well as the lessened ce- 
mand for non-essentials, including all sorts 
of luxuries) there has also come a tremen- 
dous inflation in the money of the world, 
certainly not less than $40,000,000,000 that 
has found reflection in every direction save 
one, and that in security values which are 
as abnormally low as other things are high. 
Whether in clothing, food, fuel, labor, 
transportation, or raw materials of all sorts, 
the inflation is tremendous. In none of 
these should the influence of this enormous 
money inflation be so pronounced as in se- 
curity values, but exactly the opposite con- 
ditions exist. Why then, the continual ap- 
pearance of barriers to prevent this natural 
course of advancing security quotations, un- 
less it be in behalf of the exploitations of 
recurring Liberty Loan issues which it is 
argued will be injured by any too buoyant 
exhibitions in investment or speculative 
markets. Even as to this, there are very 
widely divergent views. 


Hayden, Stone & Co.—With the war news 
coming in so splendidly, one cannot help 
feeling increased confiderice in American 
values, and this atmosphere of enthusiasm 
may well find expression in some further 
advance when money conditions permit. At 
the same time, while straining every vein to 
prosecute war to a successful end, and re- 
solved that it shall not end until our aims 
are completely accomplished, we must 
nevertheless from a financial standpoint, 
realize that the end will come some day, and 
that peace will have its industrial and finan- 
cial problems no less than war. 

One should face, frankly, the fact that 
many companies have been large earners 
during these last three years that had never 
shown any considerable earning ability be- 
fore and which, though doubtless in a bet- 
ter financial position than previous to’ the 
war, at the same time cannot be expected 
to continue to earn at anything like the 
same rate that they have recently. There 
must be, in short, without doubt, a very 
considerable readjustment in many lines. 
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Important Financial Forthcoming Events 
Se = = os,” 
iberty Loan campaign iberty Loan campaign ends. 
United States Smelting & Bhan dividend Oct. 21 


meeting. 
Sept. 30 
Capital stock tax returns must be filed. 
Oct. 1 
= Topeka and Santa Fe dividend 
meetin 
a & Ohio $10,500,000 notes mature. 
Cotton price differentials in effect until this 
date. 
Granby Consolidated special meeting. 
Midvale Steel annual meeting. 
Tax day in New York. 


Oct. 2 
Government cotton crop report. 
Midvale Steel dividend meeting. 
Oct. 3 
United States Rubber dividend meeting. 
Oct. 4 i 
Reading annual meeting. 
Oct. 7 
Miami Copper dividend meeting. 
Oct. 8 
Government Grain Crop Report. 
Southern Railway annual meeting. 
United States Supreme Court reconvenes. 
Oct. 9 
Illinois Central dividend meeting. 
Southern Pacific special meeting. 
United Cigar Stores dividend meeting. 
Oct. 10 
Great Northern annual meeting. 
Oct. 11 
Chevrolet dissolution meeting. 
Oct. 15 
American Locomotive annual meeting. 
Atchison postponed special meeting. 


fae Can $3,000,000 serial notes mature. 


Norfolk and Western dividend meeting. 
Pennsylvania dividend meeting. 
on Steel Car dividend meeting. 
ct. 2 
a Steel dividend meeting. 
ct 
Northern Pacific special meeting. 
Oct. 27 
Time officially moved back one hour to the 
old basis. 
Oct. 29 
United States Steel dividend meeting and 
quarterly earnings. 
Nov. 1 
26c copper agreement expires. 
ov. 
Last day for converting previous issues of 
Liberty Loans. 
Nov. 18 
Investment Bankers Annual Convention at 
St. Louis, Mo. 
Nov. 21 
American Can $3,000,000 serial notes mature. 
Dec. 
Beer making in the United States stops. 
United States Rubber Company collateral 
trust $10,538,000; General Rubber $9,000,- 
000 debentures and Morgan & Wright $3,- 
268,000 debentures mature. 
April 1, 1919 
French Republic 531%4% $100,000,000 bonds 
mature. 
Nov. 1, 1919 
United Kingdom 5%4% $150,000,000 bonds 
mature. 








MARKET STATISTICS 


Breadth 
Dow-Jones Avgs. 50 stocks (No. 
40 Bonds 20 Inds. 20 Rails High Low Total Sales issues) 
Monday, ' Sept. 9........ 76.30 81.80 85.11 72.98 72.06 350,500 184 
Tuesday, wa vere 76.28 81.33 84.50 71.97 71.28 560,300 183 
Wednesday, “ 11........ 76.22 80.46 83.68 71.86 70.92 385,500 186 
Thursday ai Pere REGISTRATION DAY 
Friday, 7 eesaens 76.19 80.29 83.32 71.07 70.38 394,100 186 
Saturday, ice seine 76.23 81.49 83.70 71.24 70.84 147,400 133 
Monday, et ree 76.19 81.48 83.59 71.35 70.92 226,100 144 
Tuceday, “ 17........ 76.19 81.80 83.81 71.26 70.74 231,400 163 
Wednesday, “ 18........ 76.04 81.92 84.13 71.51 71.12 251,000 151 
Thursday, wwe tas 75.97 81.64 83.96 71.40 71.12 165,800 162 
Friday, we Tee TT 75.95 81.96 84.20 71.66 71.37 215,300 153 
Saturday, vg ree 75.96 82.33 84.21 71.80 71.61 145,800 122 


—— 
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The A B C of Bond Buying 


How the Ordinary Investor May Judge Bond Values 


VIII—‘‘ Seasoned’’ Securities—Prejudices of Investors— 
Effects of Buying_by Institutions 





By G. C. 


SELDEN 








T is not a difficult matter to dis- 
cover whether the interest on 
a bond is customarily earned 
by a safe margin, so that it is 

reasonably sure of being paid, and 

what sort of other backing the bond 
has in case unexpected reverses should 
involve the company in difficulties; and 
these are, as a matter of course, the prin- 
cipal elements in the value of any bond. 

But there are a number of other ele- 
ments which affect bond values, and 
there are still other factors which affect 
bond prices as distinguished from values 

—for it is by no means certain that the 

price of a bond will always be an accu- 
rate measure of its investment value. 

These last mentioned factors are of 
special interest; for any investor will 

naturally prefer to buy a bond which is 

selling below its real investment value 
and to avoid buying one which is selling 
above its value. 


What is a “Seasoned” Bond? 

Any one who starts to read up on 
bonds soon runs across the term “sea- 
soned securities.” It is one of the shib- 
boleths of the trade. I don’t know 
whether it has ever been accurately de- 
fined, but the general meaning is a secur- 
ity which has passed through seasons 
enough to demonstrate the permanent 
earning power of the company. 

The age of a security, however, has 
nothing to do with its value. It merely 
has to do with the investor's knowledge 
of its value. 

Every new company is, in greater or 
less degree, an experiment. Nothing is 
more common than for a new company 
to be launched under the most promising 
—I do not use the word in any double 


bE 
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sense—auspices, only to meet unforeseen 
difficulties and prove a partial or com- 
plete failure. The first few years of its 
life are, like those of a baby, the most 
critical. Once they are safely past and 
earning power has been demonstrated, 
the investor breathes more easily. The 
enterprise will still be open to the dan- 
gers of changing conditions, which can 
never be outgrown, but it has at least 
got a foothold in the field of profitable 
business. 

My observation is that many investors 
exaggerate the importance of this “sea- 
soning” of securities. A company which 
has paid dividends on its stock regularly 
for twenty or fifty years is regarded with 
a sort of superstitious awe, when as a 
matter of fact it may long since have 
passed its heyday and may be approach- 
ing the period of senile decay. 

When time enough has elapsed to en- 
able the investor to decide intelligently 
as to a company’s prospects, the passing 
of additional seasons ‘does him no good. 
The ideal time to buy its securities 4s 
just as soon as it has demonstrated a 
satisfactory earning power. This time 
can hardly be the same for any two per- 
sons. The promoter of the company, if 
clear-visioned and unprejudiced, may be 
able to discern an assured earning power 
before the company is formed. Many 
fortunes have been built on that sort of 
prevision. 

The ordinary investér usually has to 
wait a few years to see what the com- 
pany can do in good times and in bad, 
before his judgment as to the safety of 
its bonds has time to ripen; but beyond 
that period I do not see that “seasoning” 
is of any help to him. 

As a broad principle, the older a good 
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bond becomes the higher it sells in com- 
parison with its genuine investment 
value. 

This is partly because the “conserva- 
tive” investor shies at a new security. 
But it is also because the “floating sup- 
ply” of a new security is likely to be 
larger. Out of a $10,000,000 bond issue, 
more and more of the bonds year by 
year become lodged in the hands of in- 
vestors who “never sell,” or become tied 
up in trust estates, held by banks or in- 
surance companies for permanent invest- 
ment, and so on, until eventually the 
bond, if it is a prime security, becomes 
hard to buy. 

In fact, I believe it would be a good 
thing to abandon the use of the term 
“seasoned securities,” because it seems 
to imply. that the seasoning itself is the 
important consideration. That is not 
true. The important thing is the inves- 
tor’s ability to judge the bond. He will 
necessarily have to wait until, from some 
source, he gets. the facts to go on, but 
whether a number of “seasons” are re- 
quired or none at all, has nothing to do 
with the case. 


The Prejudices of Investors 

Investors have many of the charac- 
teristics of human beings, and therefore 
often have unfounded prejudices against 
one kind of bond or in favor of an- 
other. And since a man’s act in buying 
or selling a bond is merely an exercise 
of business judgment and therefore the 
outgrowth of his whole character, these 
ptejudices affect prices and cause one 
bond to sell above its logical value and 
another to sell below. 

For example, American investors have 
always looked askance at bonds issued 
by industrial companies. This is because 
industrial earnings have usually fluctu- 
ated more than railroad or public utility 
earnings. But even when an industrial 
bond is so well margined by earnings 
that it should not be affected by changes, 
or when the record of the company 
shows that its earnings fluctuate no more 
or even less than those of most railroads, 
the bond may still suffer because it be- 
longs to the industrial class. For that 


reason the discriminating investor will 
usually find more bargains among indus- 


trial bonds than among railroad bonds. 

Another prejudice is that of locality. 
The nearer a company’s location is to 
him, the greater confidence the average 
investor has in it. A Massachusetts man 
would rather invest in a Massachusetts 
bond than in a Texas bond, although in 
every other respect the two bonds might 
be equally sound. He feels that he 
knows less about the Texas bond, al- 
though in fact he may have just as much 
information, from just as_ reliable 
sources, as though the company issuing 
the bond was in the next township. 

When it comes to foreign bonds, the 
prejudice against them in America has 
been so strong that up to the beginning 
of the war our total holdings of foreign 
securities were so small as hardly to be 
worth counting. The war has broadened 
our ideas considerably, but the prejudice 
in favor of American securities is still 
pretty strong. 

The result of this is that the best bond 
bargains are usually to be found among 
the securities issued in localities where 
investment capital is relatively scarce. 
Where there is a good deal of inherited 
capital, as in New England, for example, 
the bonds of local enterprises easily find 
buyers close at hand. But in Arizona, 
where as yet there is no large fund of 
accumulated capital, there is only a small 
local demand for bonds, and in order to 
attract capital from a distance a some- 
what higher rate of interest has to be 
paid than would have to be paid if the 
same enterprise were located in New 
Jersey. 

It is often true that an investor can 
not obtain as good information about a 
distant company as about one near at 
hand—but the difficulty is not in the dis- 
tance but in the lack of information. In 
other cases it may be possible to obtain 
much better and more trustworthy in- 
formation about the more distant com- 
pany. So far as distance alone influences 
the investor, he is acting upon prejudice 
rather than upon judgment. 

The preference of investors for bonds 
based on mortgages is of course per- 
fectly sound and reasonable; yet in the 
actual working out of that preference a 
great deal of prejudice often creeps in. 
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For example, two bonds may really be 
entitled to the same investment rating, 
but if one of them has some tail-ends of 
mortgages under it so that it is classified 
as a mortgage bond it is likely to sell 
higher than the other which is a plain, 
undisguised debenture. For that reason 
there are likely to be more good bargains, 
in proportion to the number of such 
bonds outstanding, among debentures 
than among mortgage bonds. 

Some investors, again, prefer a bond 
which sells below par to one which sells 
above par, even at the same calculated 
yield and with all other investment fac- 
tors equal. This is because the bond 
below par must rise before maturity 
while the bond above par must fall. As 
previously explained, this is all allowed 
for in the calculation of the yield; never- 
theless the investor doesn’t like the feel- 
ing of paying 110 for a bond which he 
knows is going to be paid off at 100. 

Buying by Institutions 

Because the bonds which savings 
banks may hold are prescribed by law 
in many states, buying by savings banks 
is necessarily concentrated on those se- 
curities and operates to keep their prices 
a little higher in proportion to actual in- 
vestment value than the prices of other 
bonds which the banks are not permitted 
to purchase. This is an element of such 
importance that it generally pays the 
individual investor to comb over the list 
of non-savings bank bonds pretty care- 
fully before selecting those which are on 
the savings bank list. He can usually 
get a better yield with the same safety 
and prospects. 

Also, the fact that a bond is legal for 
savings banks affords no guaranty of its 
investment future. That is because in- 
vestment values cannot be determined by 
any arbitrary rules, and a law prescrib- 
ing a certain kind of bonds is necessarily 
based on arbitrary rules. Those rules 
deal chiefly with the past record of the 
company in previous years. 

Briefly, the New York law permits 
savings banks to invest in United States 
obligations ; New York State obligations ; 
those of other States which for ten 
years have not permitted any obligation 
to remain in default more than ninety 
days; obligations of municipalities in 





New York State; stocks or bonds of in- 
corporated cities, under numerous speci- 
fied restrictions; bonds or mortgages on 
unincumbered real estate in New York 
State up to 60% of appraised value; first 
mortgage bonds of a railroad system or 
part of a system controlled by a New 
York corporation which for five years 
has not defaulted and has paid 4% or 
higher dividends on its stock, the amount 
of stock being equal to one-third or more 
of total mortgage indebtedness; other 
railroad mortgage bonds under compli- 
cated restrictions ; certain kinds of prom- 
issory notes and real estate ; bonds of the 
New York State land bank. 

The restrictions as to railroad bonds 
which may be held are based upon (1) 
mortgage security; (2) age, since in 
most cases the mortgage must antedate 
1905; (3) past earnings, in most cases 


.for ten years; (4) size, a minimum mile- 


age of 500 or earnings of $10,000,000 
being required in most cases. 

Most of these provisions, it will be 
noted, necessarily deal with the past his- 
tory of the company, which cannot be 
an absolute guaranty as to its future. 
Recent notable examples of this fact are 
seen in some of the bonds of the St. 
Paul and Baltimore & Ohio roads. Al- 
though legal for banks, they have sold 
well above a 7% yield basis, which indi- 
cates plainly the judgment of investors 
that they are no longer to be rated as 
highest grade bonds. 

There is no ready-made substitute 
for a careful examination of each bond 
with a view to its future as well as its 
past. 

Purchases by other banks than savings 
banks, by trust companies and by insur- 
ance companies also affect bond prices. 
In the main these institutions naturally 
make their selections with a good deal 
of conservatism, mostly from among the 
highest grade of securities. Their pur- 
chases help to create the condition which 
has already been referred to, that the 
yield of the highest grade securities is 
smaller, not only absolutely but in pro- 
portion to risk, than the yield of a well 
distributed investment in second grade 
or even in carefully selected semi-specu- 


lative bonds. (See Chapter III, July 20th 
issue.) (To be continued.) 
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Investment Inquiries 





A Subscriber Bombards Inquiry Depart- 
ment with Questions—Conditions Impose 
Rules to Do Justice to All—Seven Invest- 
ment Issues Including Texas Company, 
Telephone Convertibles and Woolworth 
Discussed. 


We draw your attention to our rule, and 
exceedingly regret that we find it impos- 
sible to do justice to your inquiry. Your 
letter itself involves answering about nine 
questions regarding different stocks and 
bonds, and your lists refer to 23 other se- 
curities. We frankly do not know where to 
start with a list of this type as it would 
take one of our statisticians several days to 
handle your letter properly. 


War conditions have made it absolutely 
necessary for us to impose restrictions upon 
the nunfber of stocks handled through the 
Inquiry Department, but we will be glad to 
furnish the desired information regarding 
any stocks not specially dealt with in this 
letter at a charec of $1 per security. Amer- 
ican Telephone & Telegraph 5s and Collat- 
eral stock 4s are both attractive, but we 
prefer the longer term issue of 1946 so far 
as these two are concerned. We believe, 
however, that the new issue, convertible 6s, 
are especially attractive as the high yield 
obtainable makes the bonds an investment 
bargain not readily obtainable in normal 
times. Associated Oil of California, General 
Petroleum, and Texas Company are high 
grade oil stocks, particularly the latter, but 
we would only purchase them in especially 
weak markets, upon substantial declines, 
upon a scale. A stock like Texas Co. ap- 
pears to have exceptional possibilities, but 
its market fluctuations are disturbing, and 
one must exercise good market judgment to 
purchase at the right time. Sears Roebuck 
and Woolworth are attractive long pull in- 
vestments. 





The Character of the Market Changes in 
Abnormal Times. Midvale May be a 
“Buy” Today and a “Sale” Tomorrow if 
Specvestor Desires to Take Advantage of 
Market Regardless of Investment Worth. 
There are Better Long-Pull Investments 
Around 50 Than Midvale. 


The character of the market is deter- 
mined from hour to hour, and as subscrib- 
ers to the Investment Letter did not pur- 
chase Midvale Steel for permanent invest- 
ment, but with a view to profit-making pos- 
sibilities in the market, subscribers were 
advised to sell in our last letter as the trend 
was downward at the close of the market. 
This accounts for the fact that during the 
day we recommended that you hold your 
stock, and the same evening had occasion 
to advise a sale. These apparently contrary 
advices merely prove that we watch de- 
velopments very closely, and do not hesitate 


to reverse our opinion if the action of the 


market itself proves that a change has taken 
place. Only by doing this are losses avoid- 
ed and profits secured. 

Our recommendation to sell Midvale does 
not apply to Willys-Overland, which is a 
peace stock. Willys-Overland is a long- 
pull speculative investment which is not af- 
fected by liquidation in the steel group. 
The money stringency which has entered 
into the situation has caused extensive 
liquidation of pool holdings of U. S. Steel, 
Republic Steel, Bethlehem “B,” and Mid- 
vale, and for that reason we thought it ad- 
visable for subscribers to sell out for the 
time being. There might be an opportunity 
to purchase at lower levels later. We de- 
pend upon average results, and the average 
has been in our favor for many years. 





Factors in Tennessee Copper Situation 
Which Hold Back the Market for This 
One-Time High Priced Issue—Should a 
Holder at Higher Prices Buy More to 
Average? 

Tennessee Copper is a speculative issue 
which you might hold in the meanwhile, and 
instead of averaging it is better to diversify 
by purchasing some other stock which 
might advance in the market more rapidly, 
and help you out, instead of “placing all 
your eggs in one basket.” 

We have just prepared a special analyti- 
cal report on Tennessee Copper and Chem- 
ical, bringing all these facts down to date, 
and will supply this for $15. Subscribers 
have found these special reports of great 
service to them in assisting their judgment 
and planning their future operations in 
these stocks. 





Is Republic Steel an “Investment” and Can 
an Investor Buy or Hold Around 90 with 
Confidence?—A Discussion of Intrinsic 
Values Compared with Probable Market 
Action—Are Liberty 3%4s a Better Invest- 
ment Than Liberty 2nd 4%s? 

Republic Iron & Steel is probably one 
of the best of the common stocks in the 
Steel group, but the outlook for all these 
companies is in some doubt. The high 
earnings which the steel companies have 
been enjoying during the war are not likely 
to occur again, and the market should com- 
mence to discount the coming of peace 
and the prospects of normal earnings for 
companies like Republic which have been 
war-prosperous, and may even have to re- 
sort to dividend reductions later. 

We suggest that you close out your hold- 
ings if the market should again advance 
after the Liberty Loan financing is out of 
the way, or switch your investment into one 
of the high-grade rails, like Southern 
Pacific, Southern Railway pfd., Northern 
Pacific, Great Northern pfd.—or three 
shares into American Tel. & Tel., and three 
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shares into Bethlehem Steel new 8% pfd. 
Although the latter are selling somewhat 
higher, the additional investment is not 
large as compared with the greater security 
you would have by making the exchange. 


U. S. Liberty 3%s are not particularly 
attractive for a man of modest means, and 
in this connection we refer you to the Aug- 
ust 31 issue of the Magazine of Wall Street 
which has a special section devoted to 
Liberty Bonds. We suggest an exchange 
into Liberty 2nd 4%s, regarding which you 
will find an article on Page 853 of the Sep- 
tember 14th issue. 


Pipe-Line Companies Discussed—Should 
an Investor Buy These, referred Stocks, 
or Bonds: or is There a Better Method 
of Investing Safely?—Conditions Change 
and Should be Watched Carefully Under 
Expert Advice. 


We do not especially favor the Pipe Line 
Companies at this time, as the costs of 
operation are increasing, and the future is 
somewhat uncertain. 

We prefer Bethlehem Steel New 8% pfd., 
American Woolen pfd., American Linseed 
pfd., Mexican Petroleum pfd., and a few 
snort-term bonds like American Telephone 
Conv. 6s, Armour & Co. 6s, and Bethlehem 
Steel 7s. 

You can also make some investment in 
Southern Pacific Conv. 5s, Kansas City 
Southern ref. 5s, and International Agricul- 
tural 5s. 

We judge from your letter that you are 
deeply interested in the investment of 
money for both income and profit and 
would therefore call your attention to our 
Investment Letter. This Service keeps you 
informed of any changes in the position of 
the market as set forth in “The Outlook” 
in the Magazine, and suggests special op- 
portunities as they develop. e believe 
you will find it a great aid in selecting safe 
and profitable investments. 





Forecasts of Intermediate Movements De- 
sired—At What Price Should One Buy or 
Sell U. S. Steel?—Trend is Either Up- 
ward or Downward and Crosscurrents 
Should be Ignored When Position Taken. 
We wish to make it clear that when we 

take a position on the market, or on a stock 

like U. S. Steel, our Investment Letter or 

Trend Letter takes its position and main- 

tains it, without attempting to follow tem- 

porary fluctuations. The subscriber is ex- 
pected to follow instructions implicitly. 

Under the circumstances, we cannot give 

purely speculative advice as to how high 

U. S. Steel may go, or when or where it 

will decline, and at what point one should 

buy it again. This is a matter requiring 
very expert judgment by those who make 
it a business to follow the fluctuations, and 
obviously, the Inquiry Dept. cannot advise. 


We have suggested previously that it 
would probably be to your advantage to 
take the Trend Letter rather than the In- 
vestment Letter. The latter is intended for 
the investor rather than the specvestor who 
wishes to “trade.” Although the Invest- 
ment Letter gives speculative opportunities 
it is more of an investment service than the 
Trend Letter. We will transfer your sub- 
scription to the Trend Letter if you desire 
it. 





Discrimination Should be Used in Accumu- 
lating Motor Issues on Margin or Partial 
Payment Plan—Preferred Issues Safer 
Than Common Stocks —Is General 
Motors Suitable? 

The following motor issues should about 
answer your purpose, for a purchase on the 
partial payment plan, or on margin as indi- 
cated in your letter: 

Pierce Arrow common 
Maxwell stock preferred 
White Motor 
Willys-Overland common. 

We do not favor General Motors common 
at present, although the preferred is a safe 
investment. 





What Shall I Buy Now?—A List of Con- 
servative Preferred Stocks and Bonds— 
Attraction of Long-Term Bonds, and 
Bonds Having Convertible Privilege. 

The August 3rd issue referred to the 
High Grade Railroad, Medium Grade and 
High Grade bonds, especially long-term 
bonds having convertible privileges, and 
short-term notes of the large corporations 
which have a convertible privilege. Also, 
many preferred stocks of the industrial 
corporations and railroads. We suggest 
Bethlehem Steel (new) 8% preferred, Mex- 
ican Petroleum preferred, Southern Rail- 
road preferred, Great Northern preferred, 
Chesapeake & Ohio, N. Y. Central, Max- 
well lst preferred, Am. Telephone & Tele- 
graph convertible 6s and Bethlehem Steel 
7% notes. 

Other opportunities are given in the Mag 
azine of Wall Street from time to time, and 
if you keep a file, suggest that you look over 
the last four copies and study the various 
articles, and where recommendations for 
purchase are given, you may safely buy. 





Status of Armour & Co. Preferred—An Is- 
sue of Exceptional Strength and Market 
Possibiiities in Spite of Probability of 
Lower Profits for Packing Companies in 
Normal Times. 

Armour & Co. pfd. is a very high grade 
investment issue and we have no hesitation 
in recommending a purchase for income, 
with the possibility that higher prices will 
prevail when the war is over. The Com- 
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pany has been very prosperous, and al- 
though earnings will be reduced somewhat 
when peace is with us again, we have no 
reason whatever to doubt the strength and 
investment status of this issue. 


Are Guaranteed Stocks Attractive—Should 
They Be Purchased Now in Preference 
to Other High-Grades? Their Security 
and Yield—A Lower Investment Rating 
Offset by More Generous Yield. 

You ask us, “if you know of anything 
better than guaranteed railroad stocks for 
permanent ir.vestment, please include same 
on list,” and in reply we sent you our In- 
vestment Letter. 

Guaranteed Railroad Stocks give such a 
low yield that we do not see anything espe- 
cially attractive in them, as compared with 
such bonds as Southern Pacific convertible 
5s, Southern Railway general 4s, Kansas 
City Southerr 5s, Colorado & Southern 
Ref. 4s (please see Investment Letter Aug. 
17 enclosed herewith). 


Why Does Bethlehem Steel 8% Preferred 
Sell So Low and U. S. Steel Preferred 
so High?—Puzzling Price Disparity 
Which Perplexes and Surrounds Bethle- 
hem Issue With Doubt—The Two Com- 
pared and Advantages Explained. 
Bethlehem Steel 8% pfd. sells upon a 

higher yield basis than U. S. Steel pfd. be- 

cause the newer issue is unseasoned in the 
market, and it is not thoroughly absorbed 
in investment channels. 

U. S. Steel pfd. is a gilt-edge investment, 
and sells at such a high price on account 
of the prestige of the U. S. Steel Corpora- 
tion, the high esteem in which it is held, 
not only on account of its strength but 
because it is so well known, and is there- 
fore more prominent in the public eye 
than Bethlehem Steel 8% pfd. But we see 
no reason to doubt the strength of Bethle- 
hem Steel 8% pfd.; it is strongly fortified 
by assets and large earnings and is selling 
low enough to compensate an investor for 
the greater risk. 

It is our view that Bethlehem Steel 8% 
pfd. will graduate to the highest invest- 
ment class within the next few years, and 
believe the present time an opportunity for 
the investor to buy. It is one of the best 
preferred stocks on the list at bargain 
levels. U. S. Steel pfd. is, of course, one 
of the leading issues and it might be ad- 
visable for you to divide the fund referred 
to between the two issues. We recommend 
them both verv highly. 








A Mixed List of Investments and Semi- 
Investments Requiring Careful Re-Ar- 
rangement — Advantage of Switching 


Temporarily Into Issues Possessing More 
Resiliency aud Likely to Advance More 
Rapidiy Than Those in Which Public In- 
terest Absent. 


_Your investment list in general is a well 
diversified one, and we see nothing in it 
to criticise. We have a few suggestions to 
make which you can act upon if you desire. 

Hold all your stocks and bonds if not 
otherwise commented upon. Switch 50% 
of your Central Sugar into Cuba Cane 
Sugar common; and 50% of your Northern 
States Power common into Pierce Arrow 
common. We believe that you can expect 
better prices for your stocks, but the shares 
now recommended appear to have better 
speculative possibilities. Switch Northern 
Ohio Traction bonds into Southern Pacific 
conv. 5s, which have a valuable convertible 
privilege. Switch 50% of your American 
Locomotive into Lima Locomotive. 

There is nothing in prospect which leads 
us to believe that you hold securities in 
groups which are likely to suffer to any 
great extent when peace comes. You hold 
the majority at a sufficiently low level to 
be able to take advantage of a good market 
and sell out if the Investment Letter advises 
that course. 





An _ Investor Holding Utah, Anaconda, 
Willys-Overland, U. S. Steamship, Island 
Oil, Ray Hercules, Etc., About to Enter 
the Navy—Should Semi-Investments and 
Specvestments Be Held or Sold Before 
Departure?—Suggestions For Cleaning- 
House Prior to Departure to Free Mind 
From Worry During Absence. 

Willys Overland pfd. and Maxwell Ist 
pfd. are desirable long pull investments, 
while Chandler common is more speculative 
and is selling at a high level as compared 
with the motor group in general. Chandler 
is somewhat unseasoned as a dividend 
payer, and we prefer not to recommend a 
purchase at this time. Pierce Arrow pfd 
is more conservative than the latter. 

Anaconda and Utah are desirable long 
pull mining investments, but we suggest 
that you purchase these during weak mar- 
kets only. Inspiration is selling at a some- 
what high level, while Nevada Consolidated 
is selling too high as compared with, for 
example, Ray Consolidated. If you pur- 
chase these two leading coppers we believe 
that you will have a sufficiently satisfactory 
investment. 

Upon the basis mentioned in your letter, 
Island Oil and Ray Hercules have attractive 
profit-making possibilities, but U. S. Steam- 
ship is somewhat risky at present. We pre- 
fer Howe Sound Copper, which although 
selling at a low price deserves a high in- 
vestment rating in its class, as the company 
is a growing producer of silver and copper 
and has an exceptional future according to 
our analysis. 

If, however, you intend going into the 
Navy, it would be prudent to considet 
whether you should invest any money in 
Curb stocks at all. We believe that your 
mind would be more at rest by having your 
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money invested in high grade preferred 
stocks like Atchison pfd., General Motors 
pfd., Bethlehem Steel 8% pfd., or in short 
term bonds like American Telephone conv. 
6s, Bethlehem Steel 7s, or Armour 6s. 





Allis-Chalmers A Peace Stock is a Desira- 
ble Investment?—An Open Question 
Whether Allis-Chalmers at Current Lev- 
els is Not Readjusted. 


Allis-Chalmers is, without doubt, a peace 
stock of promise, but we draw your atten- 
tion to the great advance which the shares 
have already had, and the low levels which 
prevailed last year, viz., 15, also 19 in 1916 
and as low as 6 and 7 in the pre-war days. 
Any one who purchases Allis-Chalmers 
common now must assume a very sub- 
stantial speculative risk and a purchase is 
not desirable at this time as we are likely 
to have some disturbed markets before the 
present money stringency is relieved. We 
prefer stocks of a higher rating, such as 
Bethlehem Steel 8% pfd., the leading div- 
idend paying rails, the chain store stocks 
which are selling at an attractive level, and 
bonds. We refer you to the March 16th 
issue of the Magazine of Wall Street which 
contains a complete analysis of the shares 
and prospects for the Company. The au- 
thor arrived at an unfavorable conclusion, 
and we suggest that you study that article. 





Colorado Fuel, Midvale, U. S. Steel and the 
Steel Group in General After the War— 
An Investor Should Not Switch Into 
Junior Issues of Same Group Generally 
—Diversification and Chance of Grouping 
Some Insurance Against Loss. 

Colorado Fuel & Iron and Midvale Steel, 
have been war-prosperous, and it is not un- 
likely that the market will now commence 
to anticipate the coming of peace, and the 
probabilities favor lower prices ultimately 
for these and all others which have had a 
good advance during the war, and whose 
earnings will be greatly reduced by taxa- 
tion, lower prices, etc. Temporary rallies 
might take place from time to time, but we 
believe that the ultimate drift of prices will 
be downward for all “war stocks.” 

We would not suggest a switch of U. S. 
Steel into Midvale as the latter would de- 
cline in sympathy with U. S. Steel, and it 
is unwise to switch into common stocks of 
the same group where it is believed the 
whole group may go downward. 

We suggest that you switch U. S. Steel 
into a preferred having speculative possi- 
bilities, such as Bethlehem Steel 8% pfd., 
which is well fortified by assets and can 
earn and pay its dividends in good times 
or bad times. To secure a better diversifica- 
tion we suggest a switch into Bethlehem 
Steel 8% pfd., and Southern Pacific in equal 
shares. In reference to the latter, please 








see p. 862 of the Magazine of Wall Street, 
Sept. 14th. We draw your attention to 
“The Outlook” with the assistance of which 
you will have our views on the market in 
general, and special references to the vari- 
ous groups which are either a sale or pur- 
chase at the time we go to press. 





Accounting Methods of Brokers Differ— 
Can Broker Debit Customer’s Account 
Each Dey With Market Price of “Shorts” 
—Can Adopt Any Method If Interest 
Charge Fairly Calculated. 

We think it would be well for you to send 
us a copy of one of your accounts, as the 
method of bookkeeping of your broker © 
seems to be unusual. It is possible that his 
object in debiting your account with the 
actual market price of any stock you sell 
short is for the purpose of checking up 
your equity in the account each day. 

The only question which one need bring 
up under such circumstances is whether 
interest is unfairly charged. We can only 
comment on this after seeing the account. 





One Fifth of Investor’s Resources in South- 
ern Pacific 5s and Chesapeake & Ohio 
5s—Is Such Investment Justifiable? Both 

_Appear Desirable and Safe. 

Southern Pacific Conv. 5s and C. & O. 
Conv. 5s are two excellent bonds, which we 
suggest you hold. We note that these se- 
curities represent about 20% of your re- 
sources, but these bonds are very attractive, 
and do not think that you are incurring any 
great risk in retaining them. The So. Pac. 
issue is the better of the two, in our judg- 
ment, but both possess profit-making pos- 
sibilities with assurance of present worth. 





Difficult to Advise Upon Indefinite Query 
—Maxwell and Chandler Show Resis- 
tance Although Not Inclined to Rally— 
The Steels Would Probably Be Most Re- 
actionary in a Liquidating Market. 

We believe that the Steel stocks will sell 
lower ultimately, but cannot advise a 
knowing your investment position. We d 
not know whether you would suffer a oli 
loss by selling, nor your idea is in buying 
Maxwell Ist pfd. and Chandler (whether for 
income, profit, speculation, etc.) We cannot 
assist subscribers in purely trading opera- 
tions through the Inquiry Dept. This is 
a matter for the Trend Letter regarding 
which we enclose literature. 

You should, at least, protect your com- 
mitments in the Steels with a stop loss 
order, as one can never tell how far re- 
strictions in the money situation may go, 
and the first stocks to be liquidated would 
be the steels and war stocks in general. 
Maxwell Ist pfd. and Chandler are likely to 
resist any downward tendency to a greater 
extent than the others you name. 
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American Agricultural and Virginia- 
Carolina 


Are They Selling Out of Line ?>—Causes of America’s Pre- 
eminence—Fertilizers as War and Peace Essentials 





By BENJAMIN GRAHAM 





OM the standpoint of invest- 
ment rating American Agricul- 
tural Chemical maintains a 
marked superiority over Vir- 
ginia-Carolina Chemical—a fact which 
is most clearly shown by our grouping 
= their respective securities (Table 
) 





Not only does “AGR” common sell 
at almost twice the price of “V C,” but 
all its other issues are quoted on a 
lower income basis than the corre- 
sponding securities of its less favored 
rival. The price of the bonds is af- 
fected somewhat by their various con- 
version privileges, but the preferred 
stocks certainly reflect the public’s 
estimate of the relative standing of the 
two concerns. We propose to examine 
the reasons for the preference ac- 
corded to American Agricultural, first 
determining to what conditions in the 
past it owes its origin, and then in- 
quiring whether—and to what extent 
—it is still justified by the present 
situation. 

It may surprise some readers to 
learn that not only is Virginia-Car- 
olina the older concern, but also that 
for many years it was far more highly 
regarded than American Agricultural. 
“V C” began operations in 1895, four 
years before “A G R” was organized 
under its present name. In 1902 Vir- 
ginia common was regularly selling at 
twice the price of American—the highs 
for that year being 76% and 32% re- 
spectively. Virginia-Carolina main- 
tained its lead well into 1912, but after 
that year American Agricultural 
forged ahead rapidly, as shown in our 
first graph. Observe how in eight 
years the relative position of the two 


companies had been almost exactly 
reversed. 


vC  AGR 
ae 58 34% 
SE ice nanctmsansy 34% 59% 


The original cause for this market 
adjustment was a decline of about $2,- 
000,000 in Virginia’s net for the fiscal 
year ended May 31, 1911. Peculiarly 
enough, this reduction occurred in the 
face of a gain of nearly $6,000,000 in 
gross business. But for some reason, 
not fully explained, V C’s margin of 
profit on sales contracted sharply in 
that year, and has since been main- 
tained at a low level—so that while net 
available for interest charges was over 
10% of gross in 1910, in 1911 it only 
slightly exceeded 6% ; and the highest 
ratio since has been 8.5%, this last 
year. There is reason to believe that 
the decline in‘the percentage of net 
profits have been partly due at least 
to the adoption of more conservative 
accounting methods, and particularly 
to the establishment of adequate re- 
serves for doubtful debts, etc. 


AGR to the Fore 

Whatever was the cause thereof, in 
1911 Virginia entered upon a four 
year period of very mediocre net 
profits, during which the highest 
amount earned on the common was 
$3.40 per share in 1914, and the lowest, 
53c. in 1913. In the meantime, however, 
the record of American Agricultural, 
while not exactly brilliant, had been 
far more substantial and encouraging. 
In 1910 both companies had earned 
$10.42 per share of common stock. 
During the next four years A G R’s 
earnings did not fall below $5.23 per 
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share and reached as high as $9.05— 
a very much better showing than that 
of Virginia-Carolina just mentioned. 

But the chief cause of American Ag- 
ricultural’s market progress lay in its 
dividend policy. Although almost from 
the very first it had been earning a 
very substantial sum for its common, 
it was twelve years after organization 
before it began disbursements on the 
junior shares. But since the initial 


its bank loans. In 1913, when V C had 
notes payable of $9,900,000, A G R’s 
debt to the banks was only $3,219,000. 


Recent Record 
Having thus analyzed the original 
causes of American Agricultural’s as- 
cendancy, we must now turn our at- 
tention to the effect of the war upon 
the two companies. Our second graph 
shows the development of earnings in 


—— 








TABLE I—AMER. AGRICULTURAL VS. VIRGINIA-CAROLINA 
Market Yields of Securities 


Due 
First Mortgage Bonds AGR (a) 1928.... 
vc a 
Debentures AGR (b) 1924.... 
VC (c) 1924.... 
Preferred Stock En ws cada ae 
ae 
Common Stock ES 
ae 


Rate Present Price Yield 
carats 5% 9414 5.75% 
Site git 5% 93% 6.50% 
RS 5% 97%4 5.50% 
butacad 6% 961% 6.70% 
asain 6% 92 6.52% 
Lome tes 8% 107 7.48% 
ER ae 8% 100 8.00% 
5 eo ay 4% 53 7.56% 


(a) Convertible into preferred stock at par. 
(b) Convertible into common stock at par. 
(c) Convertible into preferred stock at 110. 








rate of 4% was established in 1912, it 
has never since been passed or re- 
duced, and in the last two years it has 
been steadily advanced to the present 
figure of 8%. Virginia-Carolina’s rec- 
ord has been much less regular, as is 
shown in full in Table II. It was par- 
ticularly unfortunate for the Company 
that it advanced the rate to the high- 
est figure of 5% in 1911, the very year 
that earnings suffered so pronounced a 
decline, so that profits were insufficient 
by $530,000 to meet dividends. Again 
in 1913 the 3% rate was maintained 
although earnings on the common had 
practically vanished, an even larger de- 
ficit then resulting—and it was found 
necessary to discontinue common div- 
idends entirely for the next three 
years. 

American Agricultural record of 
earnings and dividends was thus suf- 
ficient to establish its investment su- 
periority, but two other factors—of 
more or less importance—contributed 
to this result. Not only did Agricul- 


tural possess a consistently larger 
working capital than Virginia, but it 
was far more successful in restricting 





the past four years. The first point 
we emphasize is that these fertilizer 
companies were immune from the gen- 
eral business prostration immediately 
following the outbreak of the conflict. 
The fiscal periods of VC and AGR 
end May 31 and June 30 respectively, 
so that their 1915 year coincides al- 
most exactly with the first year of 
hostilities. Yet Virginia-Carolina 
(which alone reports its gross busi- 
ness) enjoyed a larger turn-over than 
in the previous year, and its earnings 
on the common were the best in its 
history, except for 1910. American Ag- 
ricultural’s showings were even bet- 
ter, and in the next four years the 
profits of both companies recorded 
steady increases culminating in the 
1918 reports—which showed $35.00 
earned on A G R common and $24.25 
on V C common. 

Since 1914 Agricultural has earned 
$86.50 for each share of common and 
has paid out $18.50 in dividends, leav- 
ing $68 added to surplus—about 70% 
of the present market price. In the 
same period V C earned $53.10 per 
share and disbursed $4.50, making 
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$48.60 added to surplus—over 90% of 
the current price. 

These are truly excellent earnings 
and prospects for the immediate future 
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Growth of Working Capital 1914-1918 




















are said by both companies to be ex- 
tremely favorable—the only drawback 
being the great scarcity of labor. 


While the war continues, the fertilizer 
companies are certainly in a strong po- 
sition. Their industry is recognized as 
most essential and farmers are being 
urged on every hand to increase their 
output through the use of soil en- 
richers. The demand for the food 
products made by the Southern Cot- 
ton Oil Company—Virginia-Carolina’s 
large subsidiary—is certain to continue 
heavy. 

On the other hand the particular 
strength of both companies lies in the 
benefits they will experience from the 
return of peace. They can look for- 
ward not only to regaining their fairly 
large export trade, which the war has 
almost completely suspended, but espe- 
cially to a tremendous foreign demand 
for their phosphate rock, inspired by 
the long continued shortage of phos 
phoric acid. The recent prosperity of 
these two enterprises was not the re- 
sult of orders for war munitions which 
will disappear with the advent of 
peace. Their product is intimately 
bound up with the food supply, and the 
period of intensive cultivation which is 
certainly ahead of us will mean an in- 
creased use of fertilizing material. We 
would point out here, as evidence of 
the stability of the business under all 
conditions, that as far back as our 
records go Virgina-Carolina’s gross 
sales each year but one (1912) have 
exceeded the previous record. 

From the comparative standpoint 
this survey of the recent record and 
future prospects of both companies 
leads us to an important conclusion. 
So great has been the transformation 
in their status since 1914 and so favor- 
able is their outlook, that we assert 
that their showing in the 1911-1915 
period has now no longer any bearing 
on their relative merits as they stand 
to-day. We mean that it is now no 
more logical to point to Agricultural’s 
admittedly better record of five or six 
years ago as a cause of preference to- 
day, than it would be to use Virgina- 
Carolina’s indisputable leadership prior 
to 1910 as an argument in its favor. 
In choosing between A G R and V C 
we must disregard the record before 
1915 as ancient history, and base our 
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conclusion solely on their recent ach- 
ievements and present position. 

The capitalization of both companies 
(shown in Table ITI) is so nearly iden- 
tical that we are spared those difficult 
questions that arise in comparing two 
enterprises with very different charges 
ahead of their common stock. While 
V C has a smaller issue of preferred, 
its 8% rate makes its dividend require- 
ment almost exactly equal to that of 
A GR preferred. The same can be said 
of the fixed interest charges. The two 
common stocks can, therefore, be com- 
pared by direct reference to their as- 
set value and earning power. 

It might be said in favor of V C that 
its business is better diversified than 


taken into the property account at 
$18,000,000, at the time of consolida- 
tion in 1907, although their book value 
was less than $10,000,000. On the 
other hand the absence of intangible 
assets in the case of A G R is due to 
a bookkeeping adjustment. Patents 
and good will were originally carried 
at over $16,500,000; but in 1912, $12,- 
000,000 was transferred to the min- 
ing property account as a result of the 
re-valuation of the latter asset. The 
remaining $4,500,000 was charged off 
against surplus, chiefly in 1916. 

The point is that Virginia-Carolina’s 
phosphate lands have probably also 
greatly increased in value since their 
acquisition, so that if it followed the 








TABLE II—DIVIDEND RECORDS OF COMMON STOCK 


Year vc AGR 
alr a as a cane 1% none 
CS ee 4% = 
GRRE seer 434% * 
ass coucaauale 214% ” 
SE k<x4saneeee none sed 
ae eR a 3% “a 
a 5% ” 


Year vc AGR 
le ot ais frie ate 3% none 
Ly 3% 4% 
{are 144% 4% 
EE ii ast a gecs oad none 4% 
pe . 44% 
ea.” 3% 5%4% 
1918 Present rate 4% 8% 





Agricultural Chemical’s. The former’s 
products include not only fertilizers 
and similar chemicals, but cotton seed 
oil, lard, soap, etc-——which are made 
and sold by the Southern Cotton Oil 
Company. In 1914, the only year for 
which detailed figures are available, 
the gross business of the Southern 
Cotton Oil subsidiary constituted over 
60% of the total. In other words, the 
fertilizer department actually con- 
tributed less in the way of sales than 
did the food products and allied lines. 


High Asset Values 


The asset value of A G R common 
is $189 per share and of V C common 
$165 per share—in one case nearly 
200% and in the other 300% of the 
market price. Virginia’s balance sheet, 
however, includes an unstated amount 
of good will in its property account, 
while American Agricultural ostentati- 
ously carries this asset at $1.00. V C’s 
good will certainly stands at a sub- 
stantial figure. The plants of the 
Southern Cotton Oil Company were 


same procedure here as did the AG R, 
its good will account would also be 
greatly reduced. Of chief importance 
is the fact that the V C’s property ac- 
count—good will and all—stands at no 
higher a figure than A G R’s; and 
with these assets it has been able to 
earn a larger net profit last year than 
did its rival. We would say, there- 
fore, that V C common at 53 is backed 
proportionately by at least as large an 
asset value as is A GR. It has al- 
ready been stated that in the past four 
years alone Virginia has increased the 
assets behind the common by 90% of 
its present market price, against 68% 
in the case of American Agricultural. 
In the matter of working capital 
the advance of V C has been particu- 
larly noteworthy. Our third graph 
shows that A G R’s 50% advantage in 
1914 has now practically disappeared. 
Virginia’s net current assets now cover 
all its bonds and preferred stock, ex- 
cept for $4,000,000 ; whereas in the case 
of Agricultural this difference is $11,- 
000,000. While we have stated that in 
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previous years A G R’s bank borrow- 
ings were always much less than V C’s, 
they are now $3,290,000 greater—$17,- 
020,000 against $13,729,000. Finally, on 
May 3lst last Virginia-Carolina had 
$6,776,000 cash on hand, against only 
$2,785,000 for A G R on June 30th. 
As regards current assets and liabili- 
ties the advantage appears now to have 
swung to Virginia-Carolina. 
Liberal Earnings 

We come next to the all important 
consideration of earnings. Last year 
V C earned after taxes 45% of its 
market price against 35% for Amer- 
ican Agricultural. The average for the 
past four years has been 25% and 23% 
respectively. Year by year Virginia’s 
profits have been increasing at a more 
rapid rate. 


that V C is quoted possibly 12 points 
too low in relation to the present price 
of AGR. 


Investment Value 

A similar verdict applies to the pre- 
ferred stocks. V C preferréd has a rec- 
ord of 8% paid continuously since 1895. 
In 1915, however, the first two quar- 
terly installments were paid in scrip, 
redeemed the next year. This event 
seems to have hurt the investment rat- 
ing of the issue considerably. The fact 
is that in the year the scrip dividends 
were paic, over 18% was earned on the 
preferred—a better showing than A 
G R’s. The company had more than 


$4,000,000 cash on hand, its current 
asset position was quite comfortable, 
and the recourse to scrip appears 
merely as a measure of conversatism 


TABLE III—CAPITALIZATION OF THE TWO COMPANIES 


Mortgage Bonds 
Debentures 


Total bonds 
Preferred Stock 
Common Stock 


Total capitalization 


The increase in the dividend rate on 
Agricultural common to 8% which has 
just been announced, has for the 
present raised the income return on 
this issue slightly above that of V C 
common. To our mind, however, the 
current dividend return is often an 
over-rated factor in determining val- 
ues, particularly nowadays—and in 
these very instances—when disburse- 
ments are being changed almost from 
quarter to quarter. 

Having examined the question from 
all angles, we reach the conclusion 
that V C common is a more attractive 
investment proposition at 53 (despite 
its slightly lower dividend returns) 
than is A G R at par. We think, in 
fact, that it ought to sell more nearly 
on the basis of its comparative earn- 
ing power of last year—that is about 
two-thirds of the price of American 
Agricultural. Our view is, therefore, 


Va.-Caro. Chem. 
$12,300,000 
4,609,385 


$16,909,385 
20,012,255 
27,084,400 


$64,006,040 


Am. Agric. Chem. 


$8,252,000 
9,100,000 


$17,352,000 
27,648,200 
18,430,900 


$63,431,100 








at the time when the early stages of 
war had made the outlook exception- 
ally uncertain. V C preferred is now as 
well protected by assets and earnings 
as A G R preferred; it is more nearly 
covered by working capital alone; and 
considering that it yields fully 1% in 
excess of the other issue, we believe 
it a more attractive investment. 

No one can study the recent rec- 
ord of these two leading fertilizer 
companies without being impressed 
with their strong exhibit. They have 
more to hope and less to fear from 
the future than perhaps any other in- 
dustry; and their issues rank high 
among the so-called “peace stocks.” 
While both companies are, therefore, 
in an enviable position, our anlysis 
would indicate that at these levels Vir- 
ginia-Carolina Chemical common and 
preferred constitute decidedly the more 
attractive purchase. 
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An Important Change Forecasted 


HE market has reached the 

“Stop, Look and Listen” stage. 

After over four years of war, 

signs of peace are beginning to 

multiply. Germany is licked. She is 

just beginning to realize it, and the end 

should not be far off. I should say a 
year or less. 

Now is the time to get our bearings 
and prepare for the next big change in 
the investment and speculative situa- 
tion, for money is made and investments 
are protected by foreseeing what is 
likely to develop in the future. Fore- 
sight is the thing. 

Let’s see just where we are at: The 
war began in August, 1914. Our graph 
on page 1016 of this issue records the 
lowest official prices, but not the actual 
lows which were made unofficially later 
in the year, and before the Stock Ex- 
change resumed. One year of bull mar- 
ket, based on prospective earnings, was 
followed by several months of digestion 
and reaction, and the market was there- 
by prepared for the final tremendous 
burst of speculative enthusisasm which 
culminated in November, 1916. 

Then followed thirteen months of 
bear market in which was lost nearly 
all of the advance in the industrials and 
more than the previous advance in the 
rails. 

Nine months of recovery, punctuated 
by numerous: rallies, did not retrace 
more than one-third of the shrinkage 
recorded in the bear market. And for 
some months now the market has en- 
deavored to express itself as to its fu- 
ture intention, We make this statement 
because the action of the market is a 
reflection of the composite opinion of 
all the minds of the people whose oper- 
ations affect prices. And while no one 
can predict with -certainty, especially 
as to the future movements of so un- 
certain a proposition as stock prices, 
there are considerations which should 


~ 


now be taken into account and acted 
upon. 

First, we must recognize the import- 
ant fact that the stock market always 
discounts, six months or a year in ad- 
vance, the changes in the important in- 
fluences affecting it. The graph here- 
with shows that during the Civil War, 
top prices were recorded early in 1864, 
one year before Lee surrendered. Grant 
had just been given supreme command 
and with Sherman was planning/the 
campaign which ended the war in one 
year. The stock market never changed 
its downward course from that time, 
and the low for 1864-5-6 and 7 was 
made when Lee surrendered. 

This is what is likely to happen to 
our market. That is, the discounting 
process may begin any day, or it may 
be delayed for a while. Nothing is to 
be gained by waiting until the last min- 
ute, however, and we should therefore 
set our houses in order for the changes 
which are almost certain to follow the 
advent of peace. 

You can get a very good illustration 
of the probable course of the various 
classes of stocks in the coming readjust- 
ment, by taking a lump of butter and 
putting it in a “test tube” made of glass 
and about twice the size and shape of 
your middle finger, then applying heat 
so that the butter is melted. You will 
observe that what formerly made up 
the lump separates itself into four in- 
gredients — butter, water, whey and 
salt. The particles of salt can be seen 
working their way through the liquid 
until they finally rest on the bottom. 
The globules of pure butter rise to the 
top. The water locates itself just 
under the butter, and the whey reposes 
between the salt and the water. 

When the market starts to discount 
peace, Liberty Bonds and the bonds of 
our Allies should steadily advance to a 
higher level. (I pointed out in the Sep- 
tember 14th issue why Liberty 2nd 
4.%4s were an unparalleled bargain.) 
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Along with Government bonds should 
go all high grade investment stocks such 
as preferred rails, industrials, and pub- 
lic utility and the common shares only 
where ‘their investment qualities are 
thoroughly seasoned and held in nor- 
mal times in high regard by investors. 

Speculative issues, especially those of 
companies which have been war-pros- 
perous, should, like the salt in the but- 
ter, turn downward. 

In between these two extremes a vast 
amount of readjustment and rearrange- 
ment should take place. How long this 


Leather, American Linseed and others 
which are now, for the first time in their 
history, making a respectable showing. 
This also applies to the shipping shares 
and the metal stocks, but not the cop- 
pers. . 

Then we should sell out any remain- 
ing investment holdings of U. S. Steel 
common, Republic, Midvale, Lacka- 
wanna, and other minor steels, as well 
as the equipment stocks, which are now 
at the highest since their incorporation, 
and any others on which present divi- 
dends cannot be continued during times 
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will require no one knows. The world of depression. It is better to sell these 


has never wasted capital to the same 
extent as in the past four years and 
we have nothing to guide us in making 
comparisons or drawing conclusions on 
this point. But it behooves every one 
of us to so order our affairs that we 
shall benefit and not suffer by what oc- 
curs. 

First of all we should liquidate the 
common stocks of companies which have 
never, previous to the war, been success- 
ful—stocks like American Hide & 


than to carry them down because there 
will undoubtedly be an opportunity to 
buy them all cheaper. 

Stocks of automobile, chemical, fer- 
tilizer, railroad, copper, oil, nickel, rub- 
ber, tire, and chain store companies 
should hold their own pretty well while 
the weaker class are being liquidated. 
Nevertheless these should not be held 
unless they can be fully protected 
against whatever shrinkage there may 
be among your other holdings. 
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That is a 


How low will they go? 
question we should all like to know. Un- 
fortunately no one can answer. We can 
only use our best judgment and remem- 
ber that the diagnosis of today may 


have to be reversed tomorrow. The 
main thing is to see that when the door 
slams we are not caught in the act of 
trying to squeeze through, but instead 
are fully prepared for the worst and 
are calmly awaiting what will happen. 
i 
Look for It Where You Lost It 


One day as I was passing the Curb 
Market, I stopped to talk to a broker 
whom I knew, and happening to mention 
a development that was likely to be 
made public shortly, drew from him this 
remark: “I wouldn’t touch that stock. 
Last time I traded in it I lost twenty 
points |”? 

People seem to get a grudge against 
a stock in which they have been unfor- 
tunate. They blame the stock. They 
should blame themselves. They should 
not let a loss run into twenty points. 
This is something they can control by 
limiting their risk. The stop order is 
the little life preserver. 

The late Edward Wassermann was a 
man of some few faults, many virtues, 
and plenty of interesting experiences. 
When I was associated with him ten or 
twelve years ago he related some of the 
incidents connected with his transac- 
tions in Reading. How, when Reading 
went into a receiver’s hands, he found 
himself at the close of one Stock Ex- 
change session both broke and discour- 
aged, and how there suddenly flashed 
across his mind the advice of his father, 
who was also a banker: “Eddie, when 
you lose something at the Battery, 
don’t go to Harlem to find it. Look 
for it where you lost it.” 

Eddie did. 

He watched Reading and saw it as- 
sessed 20%, then sell at less than the 
amount of the assessment, then grad- 
ually work up into the 20’s, 30’s and 
40’s. 








In June, 1904, he was in London and 
there met the late J. Pierpont Morgan. 
They talked about other things—and 
Reading. “We have decided,” said 
Morgan, “that the Reading property 
has now reached a stage where we can 
begin to consider the stockholders. 
Enough money has been spent over the 
last ten years to bring the plant up to 
a high state of efficiency, and we are 
going to begin dividends within a few 
months.” 

Any one who knew Wassermann can 
easily figure how long it took him to 
grab a steamer and land in New York. 
It was no time before Morgan’s de- 
cision had been transmitted into rising 
quotations as a result of buying orders 
by Wasserman, Jake Field, Billy Oliver, 
Dick Canfield, George Kessler, and all 
the other people with whom Wasserman 
came in contact. To say that he was 
a roaring bull is not enough—he was 
the roaring bull, and for two or three 
years after that Reading meant Was- 
sermann and Wassermann meant Read- 
ing. 

There was a million and a half dol- 
lars in the Wassermann till when the 
smoke cleared away. I saw Canfield 
close out the last 20,000 shares with 
$2,000,000 profit. Kessler made a lot 
of money, too, but lost it trying to 
corner Reading the time it sold up to 
164, and Mr. Frick spilled on him. 
Field and Oliver, like all floor traders, 
began bucking the rise after it had gone 
ten or fifteen points. But the fact re- 
mains that Wasserman made a lot of 
money because he “looked for it where 
he lost it.” 

* * * 


Liberty and Other Bonds 


If I understand the Government’s at- 
titude correctly, it is this: Do not sell 
your Liberty Bonds for the purpose of 
buying any other investment. After 
purchasing all the Liberty Bonds you 
feel that you can, invest your remain- 
ing funds wisely. 

Uncle Sam does not wish to deprive 
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essential enterprises of the money with 
which to proceed, nor to prevent the 
absorption of legitimate securities by 
investors nor to monopolize the last 
dollar that every one has. But he wants 
to make sure than none of these dol- 
lars go into doubtful or un-essential 
enterprises, and believes that Liberty 
Bonds should be first and foremost on 
every one’s investment list. 
ae 
Earmarks of the Bucket Shop 

A subscriber writes: “I bought some 
Southern Railway in November, 1917, 
through George Graham Rice. He 
failed to deliver it and I brought an 
action against him. It was the last of 
May, this year, before he delivered the 
stock.” 

Delay in the delivery of a stock cer- 
tificate or bond which has been paid for 
is an almost infallible sign that you are 
dealing with a bucket shop. While 


there may at times be a good physical 


reason why the broker does not comply 
with your demand, there should be as a 
rule no delay beyond two or three days 
from the time your check is received and 
collected. 

In former days when the transfer 
books of most companies were closed 
for weeks at a time, a new certificate in 
your name could not be transferred un- 
til the books were again opened, but 
now that practically all companies fol- 
low the rule of paying dividends to 
stockholders of record on a certain 
date, the bucket shop has no such pre- 
tense to hide behind. 

If your check is certified, or if you 
have enclosed a Cashier’s check or 
Money Order, the certificate of stock 
which thereupon becomes your property 
should be immediately transferred to 
your name. This operation does not 
require several months, as the bucket 
shop would lead you to believe, but only 
one day, except in the case of transfers 
put in on Friday, which are ready Mon- 


day afternoon. The certificate should 
be forwarded to you by registered mail 
the same night it is received from the 
Transfer Office, and if you do not get 
it promptly, you should write or wire 
for an immediate explanation. 

Don’t let them put you off with ex- 
cuses of any kind. If any one is doing 
this to you now, write us the facts, giv- 
ing dates, prices and particulars of 
your remittance. We will have some- 
one call on the house, as this makes a 
very convenient way for us to keep in- 
formed as to who is stalling. 

If you live four days away from New 
York by mail, and if you sent your own 
uncertified check on your local bank, 
you must allow time for your check to 
be received by the broker and collected 
by his bank. I assure you no time is 
ever lost on that part of the transac- 
tion. Brokers usually send the check to 
the bank on which it is drawn, with the 
request that remittance be made direct 
to them in the form of N. Y. funds and 
that a wire be sent in case the check is 
not good. If you want to see whether 
the broker has collected your check, call 
up the bank and ask if they have paid 
it. Then lose no time in getting after 
the broker in case of an unreasonable 
delay. . 

The object of the bucket shop which 
holds onto your certificate is to keep 
your money in their hands. Bucket 
shops either do not execute your orders 
at all, or if they do actua!ly buy your 
stock, they sell it out again for their 
own account. 

Most bucket shop people keep their 
books on their cuffs, and some don’t 
wear any cuffs. 

ss «@ 


Those “Cheap” Stocks 


Years ago an old employer of mine 
sent me some certificates with this mes- 
sage: “They are worthless, but if you 
can get anything out of them, go 
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ahead.” I did. I both went ahead and 
got something out of them. They were 
shares in a company which had gone 
into receivership, but on a technical 
point I induced the committee to give 
me stock in the new company, although 
the time had expired. 

Thanking me profusely he inquired, 
“What would you advise investing this 
money in? I want something that will 
make a great big profit if it goes right.” 

I suggested Third Avenue, which was 
then selling at a few dollars per share 
and has since sold at 68%. His answer 
was, “I don’t want anything like that. 
What about this King Solomon’s 
Mines?” He referred to a proposition 
which ended in a failure and a lot of 
prison sentences. It looked fishy to me, 
but he wanted to take a thousand to one 
shot, which he did, and lost the money. 

This man was wealthy, retired, a for- 
mer member of a New York Stock Ex- 
change house, a good judye of securi- 
ties, well read and well posted, but his 
sporting blood overcame his discretivn. 

A lot of people take these long 
chances—through ignorance as a rule. 
In the course of the year thousands of 
people write to us about this or that 
mining, oil or industrial stock, mostly 
after they have put their money into it. 
And so we have decided to devote some 
space in another department, in the in- 
terest of those who are tempted to go 
into this class of stocks because they 
look cheap. 

We do not make the statement that 
all of the stocks which will be touched 
upon in this department are swindles. 
Although a stock may be sponsored by 
a house which has not a good reputa- 
tion it might eventually become a suc- 
cess. And a poor proposition may be 
a failure even in the hands of good 
people. J. P. Morgan & Co. and many 
others among the largest ard strongest 
houses in Wall Street have had their 
failures. No house, whether sound or 
unsound, can guarantee a success in 


every or even a single instance. The 
dividing line between a swindler and one 
who honestly endeavors to make the en- 
terprise a commercial success lies in his 
intent to deceive or to give people a 
square deal. 

We shall endeavor to point out the 
facts. Our only object is to so inform 
our readers that they may use their 
funds intelligently and profitably. We 
are not connected with any organiza- 
tion whereby be might extract advertis- 
ing or other perquisites. We are not 
endeavoring to harass financial houses 
by attacking the merits of their pro- 
motions in order that the houses may 
be induced to advertise with us. We are 
not running that kind of publication, 
and we don’t blackmail anybody into 
advertising. 

Numerous financial publications use 
their editorial columns to boost or to 
soft-pedal the promotions of bucket 
shops and others to whom they sold 
their columns, and many a bucket shop 
has its own publication which it uses for 
promotion purposes. We mention this 
because it is the habit of some people to 
write to two or three financial papers 
for an opinion on certain stocks, and 
they are apt to take the judgment of 
the one that most strongly recommends 
the particular issue they want to pur- 
chase. 

There are plenty of good speculative 
opportunities on the New York Stock 
Exchange and a few on the Curb. But 
as the houses that advertise the loudest 
and most persistently are in many cases 
those of least responsibility, it is well 
to ascertain with whom you are dealing, 
and the kind of stocks you are dealing 
in. When writing, if you will send 
along the literature describing the 
proposition we’ll be glad to tell you how 
it looks to us. 








Loose-Wiles War-Saved 


Over-Ambitious Before the War—Too Much Capitaliza- 
tion—Credit Position—Status of Securities 





By ARTHUR S. BOSTWICK 





OOSE-WILES BISCUIT’S near 
L failure before the war was at- 

tributable to the fact that it 

was an over ambitious enter- 
prise. The war demand for its prod- 
ucts has at length pulled it out of the 
slough of despond, and earnings on its 
common stock, which has never paid 
any dividends, are now exceeding the 
most sanguine expectations. 

It remains to be seen whether the 
transformation * has been genuine 
enough to enable the company to hold 
its own when peace comes again. We 
are here chiefly concerned with the 
prospective earnings as they will re- 
late to the company’s ability to pay 
dividends on the second preferred and 
common stock issues. 


In the last annual report, the Presi- 
dent of the company said: 

“While the general market conditions 
respecting our principal raw material and 
supply items continue in an adverse po- 
sition, and notwithstanding the. upward 
tendency of manufacturing expenses, we 
have been able to effect a reasonable ad- 
justment of our trade prices to partially 
offset the increased cost of production. 

“The company has not yet reached the 
volume for which equipment and facilities 
have been heretofore provided. 

“However, the war has emphasized the 
stability of an industry producing food- 
stuffs and particularly the essential kinds, 
and when peace is restored and raw ma- 
terial commodities get back to a fairly 
normal basis it is believed the volume of 
sales and net earnings will be satisfac- 
tory.” 

Early Overcapitalization 

A company may be a success in a 
trade sense and yet be a dismal fail- 
ure in a financial way. Generally such 
a state of affairs is due to over-capital- 
ization. 

It is not wide of the mark to say that 
Loose-Wiles at the beginning of its 
career was not only over-capitalized 
but that it over-reached itself in its 
physical expansion. 


The present company was organized 
in 1912 to consolidate various small 
biscuit companies throughout the 
country operated by the original 
Loose-Wiles Biscuit Company of New 
Jersey. The companies whose capital 
stocks were acquired included the fol- 
lowing: 

Loose-Wiles Biscuit Co., Missouri $400,000 
Loose-Wiles Biscuit Co., Illinois 250,000 
Loose-Wiles Biscuit Co. of Maine 

The Elvira Realty Co............. 125,000 
Loose Bros. Mfg. Co., Missouri 
Loose-Wiles Co. of Maine........ 125,000 
Loose-Wiles Biscuit Co. of Ten- 


Dh Ai tccct abinnnnhnbenees 3,000 
Austin Dog Bread and Animal . 

Pee Ge, OE Bin c vcccccesss 10,000 
Loose-Wiles Biscuit Co. of Okla... 5,000 


In effect the Loose-Wiles Company 
of New York was a reorganization of 
the old Loose-Wiles of New Jersey, 
with a greatly enlarged capital. The 
object was to inject new money into 
the concern for the purposes of ex- 
panding its business. 

The capital consisted of $5,000,000 
7% cumulative first preferred stock; 
$2,000,000 7% cumulative second pre- 
ferred stock, and $8,000,000 common. 
These three stock issues totaled $15,- 
000,000 par value compared with $1,- 
228,000 par value of the stocks ac- 
quired. 

Of course not all of the new com- 
pany’s stock was issued in exchange 
for the securities of the subsidiary 
companies. A considerable part of it 
produced new cash. But the fact re- 
mains that the entire $8,000,000 com- 
mon stock stood for intangible assets 
only—patents, trade marks, good will, 
etc. There is basis for believing that 
the second preferred even, was an ap- 
pendage representing more largely 
prospective earning power than de- 
veloped earning power, because its 
earnings barely covered the require- 
ments in 1914 and were nil in 1915. 

However, it must remain a question 
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of doubt whether the 2nd preferred had 
a real basis in earning power at the 
beginning. The company’s failure to 
maintain its dividend, which was 
passed in 1915, may be attributed to a 
combination of unprecedented condi- 
tions brought about by the war, or may 
be ascribed to the company’s over ex- 
pansion of plant facilities, or both. 

In 1914 Loose-Wiles completed an 
immense new modern bakery on Long 
Island. The idea was to build up a busi- 
ness in the Metropolitan district which 
would justify the erection of this plant. 
The company was ambitious enough to 
believe that, with this new plant, it 
could compete successfully against its 
big rival, the National Biscuit Com- 
pany. It started an extensive adver- 
tising campaign in New York and en- 
virons, proclaiming the high quality 
of “Sunshine” biscuits. But the war 
intervened and the company did not 
make the venture pay. As will be 
noted in the president’s statement 
above quoted, the company had not up 
until the end of 1917 even, reached a 
point where its entire facilities were 
employed. 

The expense of the new plant, the 
cost of the advertising campaign and 
the losses suffered through rises in 
raw material prices and operating 
costs at the outbreak of the war, all 
. combined to make heavy inroads on 
the cash and working capital with 
which the company was so plentifully 
supplied by its reorganization in 1912. 
Instead of loaning on call, an amount 
of money in excess of $1,000,000, as it 
had done in the latter year, Loose- 
Wiles was a borrower to the extent of 
$1,650,000 at the end of 1914. 


It’s Credit Position 


The company was, therefore, in a 
very sad plight to withstand the con- 
tinued strain of war conditions which 
effected its business adversely up until 
the beginning of 1916. It had to sus- 
pend its second preferred dividend and 
bo1row more money, and it is a sig- 
nificant commentary on the results of 
an apparently mistaken policy of ex- 
pansion, that the company is still bor- 





rowing heavily—to the extent of $4,- 
000,000 according to latest reports, and 
this notwithstanding the big jump in 
earnings in 1916 and 1917. 

The Loose-Wiles company will have 
to do a great deal of fortification work 
on its credit position from now until 
the end of the war, if it expects to be 
in a strong position at that time. Al- 
though the net working capital has 
risen sharply and superficially, the 
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TABLE I 
LOOSE-WILES BISCUIT 


Earnings Dividends and Surplus 
(Years ended Dec. 31) 
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1914 ..10.07 7 7.67 7 0.17 13,501 
1915 2.49 7 age Me aie *221,507 
1916 ..18.39 7 27.98 . 5.24 559,650 
1917 ..30.97 7 58.92 12.98 1,178,354 
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present situation of the company is 
comparatively favorable when con- 
trasted with 1912 or 1913; it should be 
noted that gross sales have leaped 
ahead much faster than working cap- 
ital. As shown by the graph, the com- 
pany’s business returned an operating 
income in 1917 almost three times as 
large as in 1912, which suggests an 
even greater expansion in gross busi- 
ness. Naturally a much larger work- 
ing capital was called for, to handle 
this business efficiently. 

The main point, however, is that 
present working capital is largely 
represented by inventories which on 
December 31, last amounted to no less 
than $4,450,000, an increase of about 
$3,000,000 as compared with 1912. 
These inventories are carried at high 
war prices and will doubtless shrink in 
value with the coming of peace. That 
will mean a corresponding loss in 
working capital. 

Moreover, the company will sooner 
or later have to reduce its floating 
debt, especially if its earnings fall off 
as they are likely to do after the war. 
Its cash as of December 31, was only 
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$720,005 with no offset against the 
year’s $300,000 accrued war taxes 
which became payable last June. 

No wonder the Loose-Wiles man- 
agement could not encourage 2nd pre- 
ferred stockholders to hope that their 
back dividends would be paid off soon, 
at the annual meeting last April, de- 
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spite the rosy showing in earnings. On 
that occasion the president stated: 
“The directors deem it the part of wis- 
dom and conservatism to continue the 
postponement of dividends on 2d pfd. 
stock until the accumulated earnings shall 
be sufficient to release a substantial part 
of borrowed funds.” ; ‘ 

It is the old story of big war time 
earnings but nothing available for 
stockholders, because past policies 
have gotten the company into a finan- 
cial hole. 


Current Earnings 

It is estimated that Loose-Wiles will 
earn this year before taxes, about 
$2,000,000. Last year’s tax reserve of 
$300,000 looks suspiciously low but we 
will grant its accuracy, and allow an 
increase to say $540,000 this year on 
the basis of the new tax laws. That 


would indicate a balance to surplus, 
after 1st preferred dividends, of $1,- 
200,000. This would hardly be adequate 
to “release a substantial part of bor- 
rowed funds,” when it is considered 
surplus will probably go into addition- 


that some considerable part of this 
al inventories, required by the larger 
business, and that some of it ought to 
go toward strengthening the cash posi- 
tion. There would appear then, to be 
little hope of resuming 2nd preferred 
dividends until after next year. At the 
end of 1918, the accumulations will 
have reached $560,000 and it would 
take two years of continued prosperity 
probably to pay these off. 

But there is the question of how 
long present prosperity will continue. 
The company is now handling a tre- 
mendous volume of business for the 
United States Government, and this is, 
of course, purely war business which 
may not last. 

Investment Rating 

To conclude, we believe that the 
common has very remote prospects. 
However, the stock has sprung some 
weird surprises in the way of fluctua- 
tions, as shown in Table II; for ex- 
ample, its abortive rise to 34 in 1916. 
The present holder, if willing to take 
the risk, might advantageously wait 
for another one of these sharp moves, 
before selling; otherwise he should 
dispose of his stock now and await a 
favorable opportunity for re-invest- 
ment. Ray Consolidated Copper, a 
stock with excellent peace prospects, 

TABLE II 
LOOSE-WILES BISCUIT 
Prices of Stocks 
Ist Pfd. 2nd Pfd. Common 
High Low HighLow High Low 
1914 .. 105 101 95% 89 38 26 








1915 .. 105% 86 67% 55 31 16 
1916 .. 91% 78 65 45 34 14 
1917 .. 93 80% 62 53 27% 12% 
118 .. 86%4 82% 75 53 29% 17% 








now paying $4 a share per annum, af- 
fords a desirable exchange. 

Loose-Wiles 2nd preferred is specu- 
lative and dividends may be deferred 
for some time yet but eventually this 
issue should prove profitable to hold. 
It would not be advisable to take a 
large loss on it now. 

The Ist preferred stock is a fairly 
attractive business man’s risk, there 
not being much doubt of the company’s 
ability to earn and pay dividends on 
this issue even through a possible 
period of depression in future. 


























Railroad and Industrial Digest 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell 





Note.—The Railroad and Industrial Digest. Notes on Public Utilities, Oil Notes and 
Mining Digest, contain condensations of the latest news regarding the companies men- 
tioned. The items are not to be considered official unless so stated. Neither THE 
MAGAZINE OF WALL STREET nor the authorities for the various items guarantee 
them, but they are selected with the utmost care, and only from sources which we have 
every reason to believe are accurate and trustworthy. Investment commitments should 
not be made without further corroboration—Editor. 





RAILROADS 





ATLANTIC COAST LINE—Payments 
—Director General of Railroads McAdoo 
announced that this company and Louis- 
ville & Nashville R. R. had deposited with 
Government $8,450,000 and had not asked 
for return wu. any portion of it. 


BALTIMORE & OHIO — Financing 
Prospects—No attempt will be made to fi- 
nance permanently various short-term notes 
and bank loans until dividend question is 
settled. The road needs about $22,500,000 
for refundirg outstanding obligations alone 
and may make its proposals for a somewhat 
larger sum. 


CHICAGO & ALTON—Earnings—Total 
operating revenue for July was $2,362,867 
as compared to $1,780,238 in July, 1917, an 
increase of $582,629. Net operating income 
was $772,649 as compared to $448,341, an 
increase of $187,002. Total operating in- 
come from January Ist to July 3lst, was 
$12,481,618 as compared to $11,511,099, an 
increase of $970,519. Net income for the 
period was $1,275,668 as compared to $3,- 
024,262, a decrease of $1,748,392. 


GRAND TRUNK—Note Issue—Bankers 
saw irony in London dispatch stating com- 
pany had been able to float an issue of 
$15,000,000 three-year six per cent notes in 
England at 99. It was suggested that a cer- 
tain terminal company might do well to 
look to London for bankers who could 
place their notes at rate allowed by United 
States Railroad Adminstration. 


GREAT NORTHERN—Earnings—Total 
operating revenue for July was $9,281,591 
as compared to $8,200,256 in July, 1917, an 
increase of $1,081,335. Net operating in- 
come was $2,929,773 as compared to $2,- 
642,691, an increase of $287,082. Total op- 
erating revenue for the seven months end- 
ed July 31st, was $48,339,017 as compared to 
$48,202,743, an increase of $136,274. Net 


operating income after taxes was equal to 
$2,347,841 as compared to $12,071,313 in the 
same period last year, a decrease of $9,- 
723,472. 
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KANSAS CITY SOUTHERN—Earn- 
ings—Total operating revenue for the 
month of July was $1,118,610 as compared 
to $1,000,165 in the same month of 1917, an 
increase of $118,445. Net operating income 
was $128,144 as compared to $320,749 in 
1917, a decrease of $189,093. Total operat- 
ing revenue for the seven months ended 
July 3lst was $8,334,874 as compared to $6,- 
887,811 in the same period last year, an in- 
crease of $1,447,063. Net income after taxes 
was $1,861,470 as compared to $2,277,192, a 
decrease of $415,722. 


MISSOURI PACIFIC—Earnings—Total 
revenue from operation was $47,826,454 for 
the seven months ended July 31. Net after 
taxes was $5,851,336. For the last month of 
July net was $1,950,030 as compared to 
$1,831,437, an increase of $118,593. 


MINNEAPOLIS, ST. PAUL & 
SAULTE STE. MARIE—Earnings—July 
gross was $3,243,999, as compared to $3,230,- 
802 in 1918. Net operating income was 
$646,716, as compared to $1,003,985 in 1918. 
Gross earnings for seven months were $16,- 
781,588, as compared to $19,231,709 in 1918. 
Net operating income was $178,799, as com- 
pared to $5,312,053 in 1918. 


NEW YORK CENTRAL—Accepts Con- 
tract—Agreed to accept Federal contract 
when Directors of company authorized offi- 
cers to sign agreement with Railroad Ad- 
ministration. Directors of Michigan Cen- 
tral and Cleveland, Cincinnati, Chicago & 
St. Louis lines, controlled by New York 
Central, also agreed to accept terms of con- 
tract. Chicago & Northwestern Railroad 
voted to accept Government’s proposals 
covering operation of property during war 
period and twenty-one months after hos- 
tilities cease. 


NEW YORK, NEW HAVEN & HART- 
FORD—Seek Increased Rates—Increases 
in rates on various commodities from 
points in New England to destinations in 
trunk line territory to-day was applied for 
by this company. 








—_ _ 
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NEW YORK, NEW HAVEN & HART- 
FORD—Seek Increased Rates—Increases 
in rates on various commodities from 
points in New England to destinations in 
trunk line territory to-day was applied for 
by this company. 


NORFOLK & WESTERN—Earnings— 
July gross was $7,731,012, as compared to 
$5,821,889 in 1917. Net operating~income 
was $2,457,924, as compared to $1,971,557 in 
1917. Seven months’ gross was $42,700,440, 
as compared to $36,623,828 in 1917. Net 
operating income was $7,735,694, as com- 
pared to $13,742,009 in 1917. 


NORTHERN PACIFIC—Payments to 
Government—Director General of Rail- 
roads McAdoo announced that this com- 
pany had advanced to Government $2,500,- 
000 and had not asked for the return of any 
portion of it. 


_ PENNSYLVANIA RAILROAD—Meet- 
ing Postponed—Owing to lack of a quorum 
meeting of directors scheduled for Sept. 
12, 1918, was not held. Whether a special 
meeting will be held before next regular 
board meeting which is scheduled for. two 
weeks hence was not known. It had been 
expected that board would take action Sept. 
12, 1918, upon railroad operating contract 
with Government. 


_ PHILADELPHIA & READING—Earn- 
ings—July gross was $8,836,862, as com- 
pared to $5,692,192 in 1917. Net operating 
income was $3,932,499, as compared to $1,- 
250,968 in 1917. Gross for seven months 
was $44,409,406, as compared to $38,046, 
835 in 1917. Net operating income was 
$5,291,739, as compared to $8,544,534 in 1917. 


READING CO.—Tax Liability—Filed 
in Common Pleas Court a denial of legal 
liability to reimbuse Philadelphia German- 
town & Norristown RR., one of its leased 
line, for payment to Government of an ex- 
cess war profit tax of about $12,000. In its 
suit for recovery the Germantown & Norris- 
town Co. contended that under terms of its 
lease Reading Co. became responsible for 
payment of all taxes and certain other ob- 
ligations. In return of Germantown & 
Norristown and its payment to Government 
company turned over for taxes $27,977.93, 
which included both income and excess 
profit taxes. As result of litigation quarterly 
dividend paid Sept. 4, 1918 on the $2,246,- 
900 stock of Germantown company out of 
rental received from Reading Co. under 
lease dated 1870 was only 244%, instead of 

3% as in past. 


SOUTHERN PACIFIC—To Double 
Track—Will double track 12 miles of line 
between Bakersfield and a point near Bena, 
Cal. Also 20 miles of track between Mo- 


have and Tecachapi. The work will be done 
under direction of the Railroad Adminis- 
About $300,000 is involved. 


tration. 


UNION PACIFIC—Payment to Govern- 
ment—Director General of Railroads Mc- 
Adoo announced that this company had ad- 
vanced to Government $2,100,000 and had 
not asked for the return of any portion of it. 


WABASH—Grain Enlarged—Has en- 
bargoed all grain for delivery or to be re- 
consigned at Buffalo, unless authorized by 
M. B. Casey. Pere Marquette; Grand Trunk 
Western and Detroit & Toledo Shore Lines 
have embargoed all grain for delivery to 
Buffalo. Grain for local consumption will 
be handled by permits. Erie Railroad Co. 
has embargoed all grain for delivery to 
Buffalo unless authorized by C. P. Eckels, 
of New York. A despatch from Minneapolis 
says that an embargo on shipments of grain 
to that city will be put into effect owing 
to congestion on tracks and scarcity of 
labor. 


WESTERN MARYLAND—Earnings— 
July gross was $1,415,523, as compared to 
$1,208,981 in 1917. Net operating income 
was $159,223, as compared to $388,978 in 
1917. Gross for seven months was $8,046,- 
491, as compared to $7,527,939 in 1917. Net 
operating income was $90,620, as compared 
to $2,126,479 in 1917. 


WESTERN PACIFIC—Bonds—Tangled 
affairs of this company, Denver & Rio 
Grande RR. Co. and $38,000,000 judgment 
obtained by Equitable Trust Company, as 
trustee for Western Pacific bondholders, 
against the latter railroad company, were 
brought up again Sept. 10, 1918, by issue 
by Equitable of a report on the present 
status of case. It appears that $7,771,395 
over and above costs of long-drawn-out 
action has been realized on judgment from 
non-operating assets of Denver, in great 
part by sale of Denver's holdings in Utah 
Fuel Company. Of this sum it is considered 
feasible to distribute $7,500,000, or 15 cents 
on dollar to bondholders, but Equitable ad- 
vises against this, holding that it will be 
better to keep this sum available for re- 
habilitation of Denver & Rio Grande as a 
going concern, and thereby render possible 
ultimate satisfaction of judgment, at least 
to a much greater degree than this. 
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ALLIS CHALMERS—Allis Chalmers in 
1918 will earn net before taxes at least 
$10,000,000. Recent months have shown 
profits at the rate of over $11,000,000. In 
fiscal year to December 31 last Allis Chal- 
mers earned $4,749,102 before taxes, so that 
promise of 1918 is for a net before war 
taxes 110% larger than last. The quarterly 
reports of Allis Chalmers do not show the 
reserve for taxes nor do they make it en- 
tirely clear that ‘net as published is after a 
set-up for taxes that in 1918 will probably 
reach $5,000,000 or substantially 50% of 
anticipated earnings. Allis Chalmers has 
not expanded its gross sales but its failure 
to do so is reflection of labor shortage. 


AMERICAN AGRICULTURAL 
CHEMICAL CO.—Dividends on 8% Basis 
—Directors did expected when they ad- 
vanced common dividend rate from a 6% 
to an 8% annual basis. Starting as a 4% 
stock in 1912, the rate was advanced first 
to 5%, then 6% and then 8%. In the fiscal 
year to June 30, 1918, American Agricultural 
earned $35 a share on common after taxes, 
or nearly 4% times new dividend. Direc- 
tors are noted for steering a conservative 
course in matter of dividends. There is 


only a slight possibility that a step once 
taken will have to be retraced. Since or- 
ganization of company, and up to June 30, 
1918, profits after pfd. dividends and all 
other deductions amounted to $21,629,397, 


while dividends actually paid on common 
during period totaled $5,234,567, or less than 
one-fourth of the applicable earnings. 


AMERICAN MALTING— Depositing 
Stock—Committee for first preferred stock- 
holders has extended time for depositing 
preferred stock under terms of deposit 
agreement of July 3, 1918, to and including 
October 11. The original time limit was 
September 11. It was stated on behalf of 
committee that 80% of preferred stock re- 
quired to put through a plan for liquidation 
had been deposited. Recent action of Food 
Administration in cutting off manufacture 
of beer has furthered plan for liquidating 
assets of company. 


AMERICAN STEEL FOUNDRIES— 
Earnings—Continued satisfactory and Sep- 
tember quarter is likely to make a good 
showing. New business is coming in at 
about same rate as production, which is at 
capacity, and company has at present sev- 
eral months’ business on its books. During 
past eight months financial position has 
steadily strengthened. The balance sheet 
as of Dec. 31, 1917, showed notes payable of 
$3,125,000. On June 30 last, borrowings from 
banks had been reduced to approximately 

, The only funded indebtedness 
outstanding at close of last year was $1,- 
716,800 of 4% debentures. 


AMERICAN SUGAR REFINING— 
Status—Curtailment of home consumption 
of sugar and practical elimination of ex- 


ports of refined have combined to produce 
a situation where a substantial part of 
sugar refining capacity of United States is 
idle. In conjunction with Cuba’s output 
United States, with its domestic and insular 
production, almost 1,700,000 tons over pres- 
ent requirements. The aggregate capacity 
of American refiners is nearly 1,500,000 tons 
greater than present national demand. 
American Sugar’s proportion of the entire 
country’s refining capacity is about 30%. 


BALDWIN LOCOMOTIVE—Addition- 
al Order—Orders have been placed for 500 
additional locomotives for war department 
and that plant for some time will run ex- 
clusively on engines for American Expedi- 
tionary Forces. This is without official con- 
firmation but is generally credited. 


BARRETT CO.—Merger Approved—At 
special meeting of stockholders, plan to 
consolidate subsidiary companies by trans- 
ferring assets of Barrett Co. of West Vir- 
ginia to Barrett Co. was approved. The 
consolidation of manufacturing concerns 
under one corporate head will effect ma- 
terial savings in all departments and par- 
ticularly in respect to taxation. 


BETHLEHEM STEEL —Allocation — 
At recent conference of representatives of 
War Industries Board, War and Navy De- 
partments, Shipping Board and this com- 
pany, plans were made for allocation of all 
steel ordnance orders among various steel 
companies. Heretofore majority of diffi- 
cult governmental orders were awarded to 
this company with result that company’s 
productions have been reduced during last 
several weeks. By putting new plan in ef- 
fect officials believe that production of steel 
raw material will be increased. 


BU TTERIC K—Earnings—For six 
months ended June 30, 1918, shows profits 
amounting to $300,991, an increase of $94,- 
672 over same period of 1917. Balance sheet 
shows cash on hand totaling $218,754, a de- 
crease of $134, compared with June 30, 
1916. Accounts receivable, including $105,- 
007 Liberty bonds, totaled $2,612,061: ac- 
counts payable, including $140,000 Liberty 
bonds, $997,632; profit and loss surplus, $2,- 
= total assets and liabilities, $20,673,- 


CUBA CANE SUGAR—Price Advance— 
Advance of 9-10ths of a cent. per Ib. in price 
for next crop of Cuban sugar should mean 
about $11,500,000 additional gross earnings 
in 1919. Unless some natural handicap is 
met with, Cuba Cane ought to produce 
somewhere near 4,000,000 bags next crop 
year. At 5% cents per pound gross receipts 
would thus run up to about $70,000,000. Un- 
derstood net earnings for common, after 
war taxes in year ending Sept. 30, 1918, did 
not vary materially from the $7.63 per share 
earned in 1917, 
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DISTILLERS SECURITIES—Plant 
Disposal—After disposing of nineteen of its 
big Kentucky distilleries October 1 at what 
will be one of largest and most-widely ad- 
vertised auctions ever held in this country, 
this company will be down to a workable 
plant basis. It will have five big distilleries, 
located in or around Louisville, in which it 
can turn out all whisky United States is 
likely to consume annually. At present one 
of these is a big alcohol producer. And it 
will be rid of a heavy manufacturing and 
financial burden, heritage of days of inde- 
pendent competition and bid output of say 
two decades ago. In years gone past, 
whisky has been merchandised under sep- 
arate brands. Little or no value now at- 
taches to these trade names, which can be 
allowed to lapse. 


INTERNATIONAL HARVESTER— 
Merger—Stockholders and _ International 
Harvester Corp. voted at special meetings 
held in Hoboken to merge their organiza- 
tions and combine their stock issues. The 
step was the outgrowth of recent arrange- 
ments made by the companies with the Gov- 
ernment in settling the anti-trust suit. 


INTERNATIONAL MERCANTILE 


MARINE—Report—Earnings on $51,725,- 
500 preferred stock before steamship _de- 
preciation were equal to approximately 30 


per cent. This compared with 50 per cent. 
in preceding year, when company, which 
has been in receivership, was placed on its 
feet by great advance in ocean tonnage and 
freight rates. The company paid a total 
of 19 per cent. in dividends on preferred 
stock and had a surplus for year after 
steamship depreciation and $9,827,845 div- 
idends of $1,925,665. This made final profit 
and loss surplus at close of the year $26,- 
611,836, compared to $24,686,172 at its be- 
ginning. 


MARLIN-ROCKWELL — Report — Net 
profits for year ended Dec. 31, $974,503, and 
for six months ended June 30 net estimated 
profit of $3,024,296. Income from sales for 
12 months was $12,525,296 and for six 
months $13,252,301. For the 12 months a 
provision of $700,000 was made for income 
and excess profit taxes. 


MIDVALE STEEL—Ahead of Schedule 
—The millionth American rifle was pro- 
duced by Eddystone plant one year after 
first was turned out. The plant is approx- 
imately two months ahead of schedule. ° 


PACIFIC MAIL STEAMSHIP —Re- 
demption—Dividends on pfd. has ceased 
with calling of pfd. for redemption at 100 
and accrued dividends, last disbursement 


cn issue, 14% being payable Sept. 3. The 
stock may be presented for redemption at 
office of National City Co. in New York. 
Provision was made for issue, simultane- 
ously with redemption of pfd., of 70,000 
shares of new common stock (par value 
$5), at $25 per share to make a total of 300,- 
000 shares outstanding. 


PULLMAN — Contract Advised — Com- 
mittee representing Railroad Administra- 
tion having looked into functions of Pull- 
man Co. in transportation, has advised that 
a special contract be drawn fixing relations 
between Government and company. 


UNITED CIGAR STORES—Report— 
In last seven months of 1918 did a gross 
business of close to $30,000,000. This com- 
pares with approximately $43.000.000 in full 
year 1917, and is within $2,000,000 of total 
for 1915. At start of current year, United 
set its sales goal for the year at $50.000.000. 
There is no doubt now but that full year’s 
results will run well over this figure. In 
fact a showing of $55,000.000 for the 12 
months is not unlikely. This would com- 
pare with $43,000.000 in 1917, $36,000,000 in 
1916, and $31,000,000 in 1915. 


U. S. RUBBER—Financing Postponed— 
Officials have been notified by Capital Is- 
sues Committee that in pursuance of policy 
recently adopted, it will not allow proposed 
refunding of $9,000,000 notes of the General 
Rubber Co., which mature on December 1 
next, to be carried-through until after com- 
pletion of forthcoming Liberty Loan cam- 
paign. Meanwhile, however, preparations 
will be made to bring out plan as soon as 
possible and feasible thereafter. It is as- 
sumed that it will provide for calling of en- 
tire amount of old notes. Of total $3.000,- 
000 will probably be paid out of cash re- 
sources and $6,000,000 new notes sold to 
provide funds to cover balance. 


UNITED STATES STEEL—Unifilled 
Tonnage Decreases—Unfilled tonnage state- 
ment showed orders on hand amounting to 
8.759.042 tons as of Aug. 31, 1918, against 
8.883,801 tons July 31, a decrease of 124,- 
759 tons. 


WILLYS-OVERLAND—British Order— 
Received order from British Government 
for 10,000 semi-chassis for war purposes. 
The amount of contract is in neighborhood 
of $7,500,000. Business consists of normal 
machinery product of Willys-Overland and 
will not involve creation of a new or sep- 
arate operating department. The new con- 
tract brings total business for United States 
or allies up close to the $50,000,000 mark. 
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The Twilight of the Utilities 


Struggling Under a Load of Increasing Costs—The Nickel 
Fare Must Go—Has the Worst Been Seen?-— ° 
Solution of Problem 





By WILL D. BREEN 





NE of the most vital domestic 

problems facing the United 
States is the financial straits 
in which public utility com- 
panies find themselves. The problem 
is surely one of national importance, 
for while the utility companies are 
local in their scope, collectively they 
form an integral part of the country’s 
industrial backbone. 

It is in the local character of the 
utility companies that the root of the 
trouble exists. For while the em- 
ployees can seek aid for their wage de- 
mands from the National War Labor 
Board, the companies themselves must 
present their cases to innumerable local 
and state bodies. There is no central 
body to which the companies can turn 
for relief and the requests of the indi- 
vidual companies usually results in 
long drawn out proceedings. 

In the meantime the companies are 
being subjected to constantly increas- 
ing costs of operation. The higher 
costs come from all directions, mate- 
rials, labor and capital. The demand 
for service on all classes of utility 
companies has resulted in the largest 
gross earnings in their history, but 
this situation, in turn, has necessitated 
plant extensions and increased facili- 
ties at a time when capital is extremely 
difficult to obtain. 


Labor Situation Acute 

Of late the labor situation has be- 
come more acute. The National War 
Labor Board recently heard the appli- 
cations for higher wages of employees 
of 22 electric railway systems and in 
every case the demands of the men 
were granted. The skilled forces of 
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practically every company have been 
reduced by migrations to other indus- 
tries paying fancy wages. 

Take for example the Consolidated 
Gas Co. of New York, the largest util- 
ity company of its kind in the country. 
In 1917 it cost the company $4,838,355 
more to produce gas and electricity 
than the previous year, and 1918 costs 
will be still higher. Following are a 
few of the items, with their percentage 
of increase, which brought about the 
higher costs: Coal 34.3%, gas oil 
66.2%, labor 20%, firebrick 107%, pipe 
from 127% to 138%, and lead from 
31% to 81%. 

In a number of instances losses have 
been partially made up by the granting 
of higher rates, but a majority of the 
companies are still struggling along 
under their burdens, striving to give 
the service on which the country’s in- 
dustrial wheels depend. The manner 
in which operating costs continue to 
expand, enveloping whatever increases 
may occur in gross revenues, indicates 
that some general relief must be af- 
forded the companies. 

That there is justice in the com- 
panies’ claims for higher rates is shown 
by 401 rate increases granted last year 
out of 462 applications, the number 
favorably acted upon being 86% of 
the total. This year a much larger 
number of rate cases have been passed 
on and in the first eight months more 
than 600 increases were granted. Street 
railway companies operating in 246 
cities, located in thirty-two states of 
the Union, have been granted higher 
rates so far this year. 
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This favorable response, no doubt, 
was influenced not a little by the ex- 
pressions of Président Wilson and 
Secretary McAdoo on utilities as na- 
tional assets. The President said, in 
part: 

“It is essential that these utilities 
should be maintained at their maxi- 
mum efficiency and that everything 
reasonably possible should be done 
with that end in view.” 
while Secretary McAdoo said: 

“Transportation of the workers to 
and from our vital industries and the 
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health and comfort of our citizens in 
their homes are dependent upon them 
and the necessary power to drive many 
of our war industries and many other 
industries necessary to the war is pro- 
duced by them.” 

Utility companies are not alone es- 
sential in the sense that they perform 
a necessary auxiliary service for in- 
dustries actually engaged in making 
war materials. The production of 
toluol by the artificial gas manufac- 
turers of the country, if nothing else, 
would justify their existence at the 
present time. This necessary ingredi- 
ent of the high explosive, T.N.T., is 
now being produced in quantity by 
practically every artificial gas com- 
pany in the country. Approximately 
50% of the government’s requirements 


of this material is being furnished by 
the gas companies for the production 
of the by-product coke ovens is insuf- 
ficient. Without the assistance of the 
gas companies the production of T.N.T. 
would be seriously hampered. And the 
gas companies, as far as is known, are 
furnishing the toluol at the actual cost. 


Perhaps the worst situation is where 
rates are prescribed by state law, as 
the 80 cent gas law in New York, and 
where legislative action is necessary 
to permit higher prices. 

Gas companies operating under the 
New York law are now paying six and 
one-half cents a gallon for gas oil com- 
pared with 3.035 cents a gallon in 1916. 
These companies use approximately 4 
gallons of gas oil to each 1,000 feet of 
gas manufactured. Thus the increase 
in the cost of oil in two years, 3.465 
cents a gallon, has added 13.86 cents to 
the cost of making 1,000 feet of gas. 
At the same time the price remains 
fixed at 80 cents. 

In the case of electric companies 
operating steam generating plants the 
rise in costs has been similar to the 
gas companies. First is the labor situ- 
ation and then the cost of coal, tur- 
bines, copper, etc. Outside the high 
cost of labor and materials, the diffi- 
culty in obtaining turbines and gene- 
rators, even at high prices, is a serious 
situation. The vastly increased de- 
mand for power has necessitated the 
installment of additional facilities at 
prohibitive prices and after serious de- 
lays. 


Time Honored Nickel Fare Now 
Unfair 


With the street railways, the great- 
est difficulty is obtaining sufficient la- 
bor to handle the cars and try to main- 
tain some sort of a schedule. Follow- 
ing this difficulty is the one of getting 
the public in a mood to pay more than 
the time-honored nickel for a ride. The 
labor shortage, with the consequent 
curtailment in service, does nothing to 
help the companies campaign for 
higher rates. 

There have been several notable in- 
stances where substantial rate in- 
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creases were granted and particularly 
the advance of 271%4% in gas rates ob- 
tained from the Public Utilities Com- 
mission of Illinois by the Peoples Gas 
Light & Coke Co. of Chicago. Some 
few street railways have been granted 
a 100% increase in fares, from 5 to 10 
cents, but in the majority of cases the 
increase has been to 6 and 7 cents. 


Rate increases in this country, on 
the average, are far below those of 
European countries. For instance the 
three largest gas companies in Eng- 
lant raised their rates 33%, 40% and 
50%. Gas in Paris costs $2.28 per 
1,000 cubic feet, compared with $1.14 
before the war, an increase of 100%. 


If some central body existed with 
power to pass on rate applications of 
the utility companies, with the same 
functions as the Interstate Commerce 
Commission exercises over railroad 
rates, the situation of the companies 
would be simplified to a great extent. 
It would be possible for them to appear 
as a nationwide industry and present 
their facts and figures to one body in- 
stead of to several score of bodies as 
is now the case. 


Regarding the situation as it now 
stands, a leading public utility author- 
ity states that while Commissions in 
several states have granted increases 
in rates, the action is far from being 
general and until there is a concerted 
movement the country over in favor of 
paying an adequate wage for adequate 
services rendered by public utility com- 
panies, little hope can be held out for 
improvement in the market on strictly 
public utility securities. 


This is indeed serious to the thous- 
ands of stockholders and bondholders 
in the many utility companies in the 
country. It is estimated that the 
utility companies in the United States 
have securities outstanding composed 
of $5,143,765,000 bonds and notes pay- 
able, $1,737,926,000 in preferred and 
$4,468,952,000 common stocks. 


Solution of the Problem 


The solution of the problem, accord- 
ing to Thomas N. McCarter, president 


of the Public Service Corporation of 
N. J., is the development of a public 
spirit of fairness to the companies 
which will be made manifest to the 
various commissions hearing rate 
cases. “In many cases.” says Mr. Mc- 
Carter, “I am happy to say, the state 
commissions are facing the issue cour- 
ageously and granting the necessary 
increases ; but if a wide-spread disaster 
is to be averted, a public spirit of fair- 
ness and justice to these companies 
must be developed that will quickly 
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manifest itself in the decision of the 
state commissions. 


“The public must realize that in the 
economics of this business, as in every 
other business, two and two make four 
and not two or three and it must be 
willing to pay as fair a price for a 
thousand feet of gas, a killowatt hour 
of electricity or a ride upon a trolley 
car, as it freely pays for a pound of 
butter or a pair of shoes. There is 
nothing peculiar about the utility busi- 
ness that excepts it from the inexor- 
able laws of trade.” 








— 
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it is rather difficult to see just how 
the public support, suggested by Mr. 
McCarter, is to be enlisted in favor of 
the utility companies. In the days 
gone by public support of agitations 
to reduce various rates or to fight in- 
creases has been very elusive and not 
forthcoming. Therefore, it is hardly 
likely that it will step to the front at 
this time to favor increased rates. The 
average citizen, no doubt, will admit 
that living costs are higher today than 
several years ago. But he fails, care- 
lessly or deliberately, to see a parallel 
between his experience and that of the 
companies. 


A Good Example 


At least one commission, the New 
Hampshire Utilities Board, has blazed 
a trail which might well be followed 
by similar bodies in other states. This 
commission decided, in view of the 
conditions imposed by the war, to sus- 
pend the usual course of making a 
complete property valuation and an in- 
vestigation of finances of companies 
seeking higher rates. If such a rule 
were used by other commissions, com- 
parties having a just claim to a higher 
return could receive relief more 
rapidly. 

There are numerous instances where 
utility companies are not only increas- 
ing gross earnings but are constantly 
reporting larger profits. These are ex- 
ceptional cases such as the develop- 
ment of oil properties and the reduc- 
tion of casing-head gasoline from nat- 
ural gas. Included in this number are 
the Cities Service Co., Columbia Gas 
& Electric Co., Ohio Cities Gas Co., 
and Ohio Fuel Supply Co. 

The urgent demand for additional 
service, electric power and street rail- 
way transportation particularly, has 
resulted in another situation; the diffi- 
culty of the companies to obtain funds 
to finance increased facilities. While 
an army travels on its stomach, utility 
companies cannot exist unless they are 
able to obtain funds to meet the de- 
mands on their service. It has been 
estimated that generating capacity 


equal to more than 2,000,000 killo- 
watts is needed to take care of the 
present surplus demand. But as fast 


as gross earnings increase, operating 
expenses go up still faster and bring 
about a shrinkage of net earnings. 

If the amount of gross business 
handled by the various companies was 
the determining factor in obtaining 
funds for financing improvements 
there is hardly a company in the coun- 
try that would have any trouble in 
raising money. The companies are 
today handling a larger volume of 
business than ever before. But as it is 
-the amount of money available for 
meeting interest charges that is the 
gauge used in advancing capital, the 
utility companies are sorely pressed 
for a means to meet demands on their 
service and to pay off maturing obli- 
gations. 


Increased Rates Necessary 


The facts appear to be overwhelm- 
ingly in favor of a general increase in 
rates to public utility companies. How 
this will be accémplished, time alone 
will tell. The war has greatly broad- 
ened the power of the Federal Govern- 
ment and relief may be brought about 
from that quarter. In fact it is being 
hinted from Washington that some 
sort of a Federal Commission is being 
contemplated to consider the question 
of a general advance to utility com- 
panies. 

However the result may be obtained 
it will be worthy of the effort. The 
situation is both vital and dangerous, 
for any slowing up of output or deteri- 
oration in the physical structure of 
the companies will immediately result 
in retarding the efforts of the nation 
in its great fight for freedom and dem- 
ocracy. 

There are many indications that the 
public utility situation is now at or 
near its worst. The vital necessity 
of increased rates is apparent to all 
well-informed observers. The difficul- 
ties lie in the practical means of ac- 
complishing that result and in delay. 

In the meantime, even the best pub- 
lic utility securities are depressed by 
the general situation, and there can be 
little doubt that many of them are 
selling below their legitimate invest- 
ment value. 


























American Cities’ Extremit 
y 


Causes of its Crisis—Decline in its Securities—Must Have 
Increased Rates 





By A. C. LAURENCE 





NXIOUS moments have fallen 

to the lot of American Cities 
bondholders and stockholders 
in recent months. 


The stroke of the auctioneer’s ham- 
mer has almost reached their ears. 
They may well ask what can and will 
be done to avert such a calamity. 





There is apparently only one sure 
way to restore the company’s crumbl- 
ing fortunes—the granting of increased 
rates. 

American Cities controls the trolley 


during the pre-war period the com- 
pany was able to keep its house in 
order financially, being supplied with 
an ample amount of cash and working 
capital during that period, after the 
payment of bond interest and preferred 
dividends. 

It is true that earnings on the stock 
were not impressive, and thereby is 
afforded a basis, perhaps, for the 
charge that the company was over- 
capitalized in so far as its stock issues 
were concerned. But it may be noted 
that the margin of earnings over in- 





TABLE I—AMERICAN CITIES COMPANY 
(Figures as of Dec. 31) 


Total Total Net 
Cash Current Assets Current Liabilities | Work. Cap. 
Oe cuvccubeenaeus ae $1,348,232 $2,045,093 $870,193 $1,174,900 
RE eee 1,361,532 1,368,785 870,325 498,460 
Oe Lisson 1,140,908 1,394,301 1,045,589 348,712 
SS ction diene 795,901 979,252 1,008,727 *29,475 
WOE Sn ca cacewasiee 717,578 1,388,902 * 915,267 473,635 
WP icsstdAaeowns 39,861 655,983 511,839 144,144 


*Excess current liabilities over current assets. 





and lighting systems of some of the 
South’s most prosperous cities, includ- 
ing New Orleans, Memphis, Birming- 
ham, Houston, Knoxville and Little 
Rock. The company’s ability to con- 
tinue as the directing head of these 
concerns, to care for their financial 
needs, and to effect economies in op- 
eration that go with centralized con- 
trol, means much to the communities 
served. 


Normal Earning Power 


An examination of American Cities 
Company’s pre-war record indicates 
that the company had a fair earning 
power under normal conditions. As a 
holding company, it got along quite 
satisfactorily during the first two 
years or so of its corporate existence. 
It was organized in 1911. Table I, ac- 
companying this article, shows that 
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terest charges, for both the parent and 
subsidiary company bond issues, was 
at the outset, wide enough to dissipate 
any idea of overcapitalization in the 
direction of funded obligations at least. 


Causes of the Crisis 


At the outbreak of the war in Eu- 
rope, in 1914, the business of the 
American Cities’ subsidiaries was 
dealt a terrific blow by the depressed 
industrial and business conditions 
which prevailed in the various com- 
munities served by the subsidiary com- 
panies. This wave of depression, as is 
well known, was particularly acute in 
the South on account of the great de- 
cline in cotton prices. Demoralization 
of the cotton and hardwood markets 
affected the company’s business most 
disastrously in Memphis, New Orleans 
and Little Rock. In Birmingham, the 
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— 


South’s greatest steel center, industry 
was paralyzed for a time. The signs of 
a recovery from this shock had hardly 
set in when the jitney made its ap- 
pearance on the scene as a competitor 
of the company’s street railways in 
Memphis, New Orleans and Little 
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Rock. “Tin Lizzies” swarmed into 
these cities overnight and their advent 
spelt havoc to the earnings of the trol- 
ley lines. By the middle of 1915, the 
holding company was forced to cut its 
preferred dividend in half. Soon after 
the jitneys met a natural death, as a 
result chiefly of the prohibitive rise in 
the price of gasoline. But their demise 
did not suffice to stem the effect of the 
onrushing tide of advancing costs of 
operation. From every direction these 
forced down the margin between gross 
and net. 


What this condition of affairs meant 
for American Cities is pictured in the 
graph herewith. 

The sequel was that American Cities 
Company found itself, at the begin- 
ning of 1918, in the position revealed 
in Tables I and II. 

Cash in its treasury then totaled 
only $39,861, compared with $1,348,000 
in 1912. 

Working capital stood at only $144,- 
144, contrasted with $1,474,000 in 1912. 

Earnings on the preferred stock had 
dwindled to 1.74% as compared with 


6.45%. 


The preferred stock itself was pay- 
ing no dividends, owed 12% in accum- 
ulations and was down from a high of 
8434 to 20. 

Surely this was a condition calling 
for heroic measures of relief. 

But none came. From January l, 
1918, until now, the company has been 
floundering helplessly. 

Thus far we have generalized in de- 
scribing the conditions that have af- 
ffected the operations as a group, of 
the various subsidiaries. 

With the exception of the New Or- 
leans Light & Traction Co., the out- 
look for these subsidiaries may be dis- 
posed of with some further general 
observations. Their earnings are hold- 
ing up fairly well despite the handicaps 
referred to above; their respective 
financial positions are sound ; and there 
is no apparent danger of their failing 
to earn or pay bond interest on present 
outstanding obligations. There may 
be further reductions in dividends be- 
fore the war is over, unless rate in- 
creases are granted, but on the whole 
it is only a question of time when earn- 
ings should recover sharply and result 
in additions to the distributable sur- 
plus of the parent company. 

New Orleans Light & Traction 

But the New Orleans Light & Trac 
tion Company must be dealt with sep 
arately in order to understand clearly 
the position and outlook for the par 
ent company’s securities. 

This company is American Cities’ 
principal subsidiary, its main support 
from a revenue producing standpoint. 
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The parent company owns $8,796,200 
preferred stock and $19,311,000 com- 
mon of the New Orleans company. 
The preferred is a 5% issue and has 
been paying into the American Cities’ 
treasury $439,810 per annum, an 
amount nearly equal to the interest on 
the latter’s 6% collateral trust bonds, 
of which there are $7,500,000 outstand- 
ing. Outside of this, the holding com- 
pany’s present revenues are not suf- 
ficient to cover its interest charges. 

And the affairs of the New Orleans 
Company have at length reached a 
grave crisis. The events immediately 
preceding the approach of this crisis 
were as follows :— 


Upon representations being made to 
the City of New Orleans earlier in the 
year, steps were taken to investigate 
the company’s condition, then serious, 
with a view to administering a remedy. 
An agreement was entered into with 
the city whereby the Mayor went on 
the board of directors and the city un- 


dertook to guarantee rates sufficient to, 


pay the company’s bond interest, pend- 
ing an appraisal of its properties. The 
agreement provided that when the ap- 
praisal was completed the company 
would be permitted to charge rates 
high enough to return net earnings of 
7%, before bond interest, on the ap- 
praised value of the properties, with 
the added proviso that the city was to 
be given an option to purchase the 
properties at their appraised value. 
failing to exercise which it was to 
share equally with the company any 
revenues realized between 7% and 
8%. 

This arrangement was deemed satis- 
factory to all parties, the matter of ad- 
justing rates was under consideration 
and the appraisal was proceeding, 
when—like a bolt out of a clear sky, 
came this summer’s award from the 
War Labor Board, increasing the 
wages of the company’s employees. To 
meet the award, it was figured that 
the company would have to assume an 
added burden of $2,000,000 a year. 

The company contends that it can- 
not put the new wage scale into ef- 
fect without adding so heavily to its 
fixed charges that it will have to de- 





fault on its bond interest—unless it is 
permitted to increase fares to seven 
cents. Otherwise, it concedes, receiver- 
ship awaits it. The company also 
claims that the appraisal of its prop- 
erties; which by the way is still pro- 
ceeding, will result in astonishing fig- 
ures being shown for invested capital, 
figures which would give the company 
under its 7% contract with the city, 
ample earnings to pay bond interest 
and preferred stock dividends. 

The city wants to be shown that such 
is the case, before incurring a storm 
of protest from the voters by sanction 
ing a seven-cent car fare. 

And so the matter stands. 
curious mixup. 

While rumors of receivership are 
rife the company appears to be bank- 
ing its hopes of salvation on the re- 
sults of the appraisal which is ex- 
pected to be completed very soon. We 
are inclined to the opinion that the 
figures will be favorable to the com- 
pany. Certain of its bankers assert 
that these figures will be so very fav- 
orable, in fact, that they will put an en- 
tirely new. complexion on the market 
for the company’s securities, bonds 
and all, which are now going begging 
at near-bankruptcy prices. 


It is a 


Outlook for American Cities 


Meanwhile, however, what: is going 
to happen to the holding company, 
American Cities? It cannot hope to re- 
ceive dividends on its New Orleans 
Light & Traction stock for some time 
to come, even if disaster for the latter 
company is averted. 

American Cities managed to pay the 
semi-annual interest due July 1, on its 
collateral trust bonds, but it had no 
resources to meet a maturity on the 
same date, of $3,000,000 6% debenture 
notes. The holders of these notes are 
not pressing their claims as they un- 
derstand the company’s entire inability 
to meet the same and they realize that 
receivership would be a highly expen- 
sive affair for it. The principal holders 
of the notes, comprising a few wealthy 
interests, are therefore waiting for 
some rift in the clouds which will per- 
mit the company to see its way out. 
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But at best this is a very serious 
state of affairs and unless the New 
Orleans Light & Traction situation 
clears up soon, there will be the danger 
of almost irreparable injury to the 
holding company’s credit, becatise of 
its inability to meet the interest on its 
collateral trust bonds. This interest 
will again fall due January 1. The 
bonds are currently quoted at about 
50 bid, which is a sufficiently ominous 
figure. 

The holders of these bonds should 
consider the possibility of a suspen- 
sion of interest payments and a period 





ee 
TABLE II—AMERICAN CITIES COMPANY 





take the risk of losing the income, tem- 
porarily at least, and perhaps being 
forced to dispose of the bonds at lower 
prices later on. 

The proceeds of a sale might be re 
invested in a good income producing 
peace stock; for example, Utah Cop- 
per, on which the yield figures out 
about the same as the straight income 
return on the bonds at their present 
quotation. The security of principal 
would be relatively as safe, and the 
probability of an advance in the price 
should be as good, while the prospect 
for current income is decidedly more 


Constituent Companies 


Trend of Trend of Operating 
Gross Expenses and Taxes Trend of 
Earnings (ratio to gross) Net Income 
SE whatanees dens uee obec Rese bwe . $13,878,961 58.8% $2,531,549 
SS tee RE a eee a 14,680,302 62.1% 2,214,517 
ies ov cuden aval > de bibiewres Ooh 14,785,023 61.6% 2,207,550 
PE Cai ctGuewedGuhs ¢aubeeaeeecee 14,145,442 64.5% 1,366,510 
EE a een eee 15,464,361 64.4% 1,689,019 
Edt Sots dleweedsehens head et 16,670,444 66.8% 1,628,947 


of reorganization proceedings which 
may take the course of receivership, 
but which will more probably involve 
the appointment of protective commit- 
tees for the respective security hold- 
ers, pending some solution of the 
company’s difficulties. The American 
Cities Company is not susceptible. so 
to speak, to receivership proceedings 
by reason of its being a holding com- 
pany. Receivership because of the fail- 
ure of one subsidiary only, would not 
be as effective in gaining desired ends 
as other methods. 

At any rate the question is, should 
the investor in the bonds or stock, 
take a ruinous loss in selling at present 
market prices? If he can arrange to 
stand the strain we should advise 
against it, and suggest that he wait 
for further developments. 

But if the holder of American Cities 
bonds is directly dependent on the in- 
come, he had better sell, rather than 





satisfactory. The copper stocks, of 
which Utah is one of the best, should 
reflect relatively favorable conditions 
in that industry after the war. 

As for the preferred stock, its po- 
sition does not warrant the hope that 
dividends will be resumed for some 
years. But the present holder of this 
issue, if he bought while dividends 
were still being paid, has probably al- 
ready adjusted himself to the loss in 
income. For him to sell now would 
mean the loss of such a great part of 
his principal that it would seem fool- 
hardy to take the step. However, if 
he holds, he should regard the stock as 
one not likely to climb out of the 
ultra-speculative class for a long time 
to come, and if an opportunity presents 
itself to sell on a speculative advance 
of say 10 points or so, he should take 
advantage of it, barring a very de- 
cided change for the better in the 
outlook. 








































Public Utility Notes 


These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell 





ADAMS EXPRESS—Report—Total rev- 
enue after paying railroads was $27,653,700, 
an increase of about $3,573,000, and after 
interest charges and taxes a deficit of $1,- 
884,543, compared with a surplus of $1,- 
838,485 year before. 


AMERICAN EXPRESS — Report — Af- 
ter paying railroad transportation charges, 
had an operating revenue of $38,205,035, 
while outside income, largely from invest- 
ments, totaled $3,894,238. The full income 
of $42,099,273 was about $6,750,000 larger 
than year before, but operating expenses 
of $40,831,310 displayed an increase of $8,- 
475,000, leaving a net income of $1,267,963, 
compared with $2,882,750 in 1916. Balance 
available for dividends was $1,257,593, equal 
to $6.98 per share of stock, compared with 
$15.90 year before. 


AMERICAN TEL. & TEL.—Negotia- 
tions—Are still in progress between Gov- 
ernment officers and officials in respect: to 
form of contract under which Federal con- 
trol is to be exercised. No finalities have 
been reached but in very short time all mat- 
ters now in conference should be adjusted. 


BROOKLYN RAPID TRANSIT—Fare 
Zones—A new passenger tariff filed with 
Public Service Commission divided sur- 
face lines of company into two zones with 
a five-cent fare for each zone or a 10-cent 
fare for a ride in both zones. Also 
called for a modification of transfer system 
so that transfers would be confined to each 
zone. The plan provided for operation of 
new schedules in thirty days, but commis- 
sion issued an order deferring schedules for 
sixty days. In meantime commission will 
hold public hearings beginning Sept. 30 to 
a sa whether to accept or reject new 
plan. 


LOUISVILLE GAS & ELECTRIC—To 
Mix Gas—Board of Trade has made a re- 
port to Mayor urging him to permit com- 
pany to provide mixed natural and arti- 
ficial gas duriny period from November to 
March inclusive. The question of price can 
be settled between company and general 
council. The report says that unless more 
gas is provided than is possible by present 
facilities of company there will be much suf- 
fering in Louisville this winter. 


PACIFIC GAS & ELECTRIC—Report— 
July gross was $1,934,832, an increase of 
$379,852 over July 1917. Surplus was $121,- 
364, an increase of $31,658 over July 1917. 
12 months gross was $20,993,111, an increase 
of $1,777,934 over 1917. Surplus was $1,- 
636,676, a decrease of $796,972 from 1917. 
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PUBLIC SERVICE — Appropriations 
from Government—Company operating 
Public Service Railway Co. and Public 
Service Electric Co., has received following 
appropriations from the Government for 
extensions: Extension of traction lines at 
Newark Bay, including 18 additional cars, 
$821,739; additions to traction lines, power 
equipment and 33 additional cars, Camden, 
Gloucester City and vicinity, $1,240,780; 
extensions to electric feeder system at 
Kearny, $39,586; extensions, including elec- 
trical work, to housing development for 
New York Shipbuilding Co., Yorkshire Vil- 
lage, Gloucester City, $215,000. 


PUGET SOUND TRACTION, LIGHT 
& POWER — City May Buy Lines — 
Through Mayor and City Council city of 
Seattle offered to purchase street car prop- 
erties in Seattle of this company, for $15,- 

, Chairman F. S. Pratt, of the com- 
pany’s board of directors, and A. C. Taylor, 
representative of Shipping Board, will 
recommend acceptance of offer. The offer 
is the outcome of negotiations to secure 
better transportation for shipyard workers. 


REPUBLIC RY. & LIGHT—Dividend 
Passed—Passed quarterly dividend on-com- 
mon and declared regular quarterly dividend 
of 1%% on preferred, payable October 15 
to stock of record September 30. Common 
dividend was omitted owing to feeling that 
conditions now facing public utilities re- 
quire conservative action. An initial com- 
mon dividend of 1% was paid January 15, 
1917, and has been continued quarterly since 
that time. 


THIRD AVE.—Interest on Bonds—No 
interest will be paid on its adjustment mort- 
gage income 5 per cent. bonds for six 
months ended June 30. The interest is due 
and payable on Oct. 1. Interest on bonds 
was paid regularly from January, 1913, to 
April 1, 1917. For first six months of 1917 
only 1% per cent. interest was paid, and in- 
terest for last six months was passed. In- 
terest payments on bonds are cumulative 
and there are now due payments aggregat- 
ing 6% per cent. 


WELLS FARGO—Report—Transporta- 
tion revenue amounted to $28,227,071 and 
outside revenue or $1,351,269, total of $29,- 
578,340 being $3,837,196 more than in 1916. 
Operating expenses increased more than 
$6,000,000 and final balance for dividends 
was $1,624,852, against $4,289,739 in the pre- 
ceding year. This was equal to $6.77 per 
share, against $17.89 in 1916. 
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MINING AND OIL. 





| Peace Prospects for the 


Oils 


*“After the War—What ?’’— Petro- 

leum an _ International 

ness—The Oil Famine in 
Europe—The Outlook 


Busi- 








By JOHN WARREN 
Editor Petroleum Age. 





FTER the war—What?” is a 
question of growing import- 
ance to the army of Ameri- 
can oil investors, since the 
recent succession of gratifying military 
developments has brought absolute 
conviction of ultimate and none too re- 
mote victory over the Teutonic mili- 
tary autocracy. With ail our great 
basic industries engaged almost exclu- 
sively in serving our military necessi- 
ties, the expectation of peace, bring- 
ing a sudden cessation of military de- 
mands for raw materials and manufac- 
tured products, creates a natural ap- 
prehension of temporary economic dis- 
location, almost as severe as that which 
followed immediately the outbreak of 
the great conflict in 1914. 

The petroleum industry had a severe 
jolt when the world war broke, but it 
is in position today to look forward to 
the after war reconstruction period 
with entire complacency. 

The prime reason for this optimistic 
outlook in the oil world is that the 
American petroleum industry was and 
is an international business. Few of 
us realize perhaps that in the vast de- 
velopment of American industrial re- 
sources since the Civil War period, we 
have achieved a truly international 
business establishment only in three 
lines—the petroleum industry, the 
harvesting machinery industry and 
the sewing machine and typewriter 
industry. We have enjoyed, of course, 
expansive export business in foodstuffs 








and some lines of raw materials, but 
the three industrial lines mentioned, 
stand alone as business activities, with 
fixed representation, established sales 
organizations and dominant commer- 
cial position in ever quarter of the 
globe. 

Foremost among these the petro- 
leum industry has kept the Stars and 
Stripes upon the Seven Seas. The 
American tankship fleet delivers the 
product of American refiners to Amer- 
ican owned installations in the ports 
of the world, whence it is distributed 
by the marketing organizations of the 
big American petroleum corporations. 
Incidentally with this country produc- 
ing sixty-five per cent of the world’s 
consumption of crude petroleum and 
seventy-five per cent of the manufac- 
tured product, the American oil mer- 
chant enjoyed a singular economic ad- 


vantage. 
The outbreak of the war disturbed 
this international petroleum trade. 


Germany was one of our biggest cus- 
tomers. Holland, Belgium, Norway, 
Sweden and Spain were entirely de- 
pendent upon us for petroleum sup- 
plies. With the advent of the sub- 
marine menace and embargoes to pre- 
vent supplies filtering into Germany, 
this trade was practically wiped out. 
Later fhe commandeering of shipping 
facilities for military purposes restrict- 
ed our large petroleum exports to the 
Orient and South America. 
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Military Requirements 

For a period of months, the disloca- 
tion of marine transportation made 
serious inroads on our overseas oil 
trade but in course of time, the indis- 
pensability of gasoline and fuel oil in 
modern warfare became apparent. 
Military consumption grew until the 
volume of our petroleum exports to 
the Allied Powers almost equalled the 
bulk of our shipments in the pre-war 
period. At the 


becomes evident by analysis of our ex- 
port figures from 1910 to 1915, which 
shows that 70 per cent of our export 
trade in petroleum products was with 
countries other than the great warring 
powers. Also it must be remembered 
that this business will represent no 
pioneering but a return to normal ac- 
tivities for which complete facilities 

are in hand. 
Among the belligerent nations, an 
immediate revival 





present time the 


of the petroleum 
trade on a large 





military require- 
ments of our Gov- 
ernment and its 
Allies call for 600,- 
000 tons (about 
200,000,000 gal- 
lons) of petroleum 
products monthly. 
Tlowever, the 
point is not how 
war is helping the 
petroleum indus- 
try but whether 
peace will harm it. 

If we study the 
figures of our ex- 
port oil trade, we 
find that under 


American Gasoline Tins in a Nest of 
British Tanks 


scale is not to be 
expected. The pro- 
gress of reconvert- 
ing their manu- 
facturing activi- 
ties from war 
work to regular 
lines will take 
months The re- 
adjustment of 
man power from 
the profession of 
arms to normal 
pursuits, can not 
be accumplished 
overnight. Mean- 
while, the large 
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normal conditions, 

there was a growth of 26% per cent 
in the three-year period between Jan- 
uary Ist, 1912 and January Ist, 1915. 
In the succeeding three-year period to 
January Ist, 1918, under war condi- 
tions, the growth was only 19 per cent. 
There has been no inflation, there- 
fore, under war conditions. 

When peace is declared, trade will 
have a tendency to revert to its normal 
channels, subject to obvious modifica- 
tions in the belligerent countries. In 
the neutral nations, demand will at 
once spring up for those necessary 
commodities, which they have been 
denied during the war period. Petrol- 
eum is one of these and with the tank- 
ship fleet released from military serv- 
ice, a grand rush will ensue to end the 
petroleum famine that has existed for 
three years in the Netherlands, Nor- 
way and Sweden, Spain, the near East 
and the Orient. 

That this is no inconsiderable matter 


reserve stocks of 
petroleum products held by the mil- 
itary authorities will cover any im- 
mediate demands. 

There is a prospect however that the 
shortage of horses, with-the conse- 
quent necessity of utilizing motor 
driven tractors in tillage and harvest- 
ing and the employment in commercial 
lines of the many thousands of motor 
trucks now being utilized for military 
transport, will maintain an average 
consumption of petroleum products in 
England, France, Belgium and Italy 
until the reconstruction period is 
past. 

We must not forget, moreover, that 
for many months after the cessation of 
hostilities, the transport of the fighting 
men and their impedimenta will em- 
ploy the thousands of motor vehicles 
now behind the fighting lines. One 
factor that will aid in the maintenance 
of our overseas oil trade after the re- 
turn of normal conditions, is our in- 
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creased tankship fleet. Although up- 
wards of 20 tank ships have been de- 
stroyed by submarines or ordinary 
marine hazards, more than sixty new 
oil carriers of large tonnage have been 
put in commission since 1915. 

From the domestic aspect the indus- 
try anticipates a realignment of con- 
sumptive demand rather than a shrink- 
age. Just now, our pleasure auto- 
mobiles are curbing their appetite for 
gasoline by governmental request. 
When peace comes they will resume 
their unrestricted use of petroleum pro- 
ducts. Moreover the motor car indus- 
try, which has cut down production 75 
per cent to conserve steel for military 
purposes, will hasten to regain its 
yearly addition of one million cars to 
the 5,500,000 cars which were in use 
on June 30 of this year. 


The Oil Trade After the War 


Looking ahead into the future many 
changes are impending in the oil in- 
dustry but they are not of a nature to 
cause apprehension. The experience 
of last winter and of the coming cold 


season will have taught our manufac: 
turers the advantages of liquid fuel. 
Our Shipping Board is turning out 500 


oil burning freight vessels. These are 
indications of the prominence the fuel 
oil trade is destined to occupy. Even- 
tually Mexico, with its enormous po- 
tential production will become the 
mainstay of the fuel oil trade of the 
world and the higher grade oils pro- 
duced in this country, will be utilized 
for other purposes. 

There is a fascinating field for specu- 
lation in the realignment of the inter- 
national oil trades after the war. Ger- 
many long since organized a petroleum 


monopoly through a combination of 
the Deutsche Bank and Bleichroeder 
interests with the great shipping mag- 
nates. But their plans were built on 
the confiscation of the Austrian fields, 
largely owned by British capital; the 
Roumanian fields in which German 
capital already owned a heavy interest 
and the Russian fields which were to 
be taken over and exploited for Ger- 
man ends. This particular dream 
seems on the point of collapsing. What 
will be the future of the great Russian 
fields is as great a mystery as the 
future of the Russian people. It is in- 
teresting, however, that a British army 
was rushed to Baku to save that im- 
portant oil port from German seizure. 
England has found time in the midst 
of her war activities to develop her 
Persian fields and at the recent annual 
meeting of the Anglo Persian Oil Co.. 
which is government owned, the aston- 
ishing announcement was made that 
the company had contracts on its 
books for the delivery of 12,000,000 to 
15,000,000 tons of petroleum supplies. 
This indicates that the company’s 
producing fields, its pipe line system 
and refineries at Abaden on the Persian 
gulf, have been increased enormously. 
The Chairman of the company dis- 
cussed quite frankly the necessity of 
forming an “All British Oil Company” 
which would absorb the production of 
the Empire in the fields of Burma, 
Persia, Trinidad, Egypt and Assam 
and all the transporting and marketing 
equipment of the various companies 
engaged in the oil trade throughout 
the Empire. This would indeed be a 
formidable bloc and its creation is not 
without the bounds of probability. 


The late Grant Schley once said when discussing the market in 1896, which was 
panicky because of Bryan’s free silver ideas: 

“It takes a very shrewd man, a man with a great deal of experience, a man with 
very superior judgment, a man with very excellent foresight, a man who knows when 
to be bold and a man with a great deal of money to make any money in Wall Street 


and some of them don’t make any money.” 
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More About Island Oil 


The Magazine of Wall Street Arouses Ire of Metropolitan 
Stockholders—Mr. Ross Writes a Circular—Some 
Hitherto Unpublished Facts 





By BENJ. R. STEELE 





N our August 31 issue we pub- 

lished an article in which we 
Cae analyzed the Metropolitan Pe- 
a troleum-Island Oil situation 
for the benefit of those of our readers 
who are interested in those two com- 
. panies, but who have not the time or 
the opportunity to make a careful 
study of the very complex issues in- 
volved. Without attempting to deter- 
mine the legality of the now famous 
sale and transfer of certain former 
Metropolitan properties to the Island 
Oil & Transport Corporation, we stated 
the claims of both the contending fac- 
tions and indicated certain conclusions 
which are inevitable from a careful 
consideration of the facts. 

Those conclusions were to the effect 
that the Metropolitan interests seem 
to have none too promising prospects 
for the successful termination of their 
litigation for the following reasons: 

1. The Island interests are in actual 
possession of the disputed properties 
and posession is no negligible factor in 
litigation of this sort. 

2. On the prima facie evidence the 
defense is as strong if not stronger 
than the offense and is supported by 
an imposing array of legal talent. 

3. The Metropolitan interests are not 
reputed to possess strong financial sup- 
port, while the Island interests are 
backed by powerful banking interests 
with unlimited means at their disposal. 

4. The sale of Metropolitan proper- 
ties to Island has already come under 
the scrutiny of the courts (Prentiss suit). 

5. Several of those who have been 
active in the present suit are on record 
(before the present suit was com- 
menced) as having found no evidence 
of fraud in the disputed sale. 

Right here let it be said that THE 
MAGAZINE OF WALL Street does not 
claim to be infallible. We should re- 
gard with grave suspicion any publi- 


cation or individual who pretended 
omniscience. Our sympathies are with 
the bona fide Metropolitan stockhold- 
ers, that is, those who purchased their 
stock in good faith before the transfer 
was made, at many times the present 
market price. We feel for them as we 
feel for those who purchased Union 
Pacific or New Haven at 200 a share. 
But we should be derelict in our duty 
if we shut our eyes to the facts and 
lulled them into a feeling of false secur- 
ity by conjuring unwarranted hopes. 
We have no sympathy for those who 
bought Metropolitan stock at around 
50c a share on the long-shot gamble of 
a lawsuit. 

Moreover, the position of the Met- 
roprolitan stockholders is by no means 
as sound as it might be. Four months 
after the sale of the Metropolitan prop- 
erty and when it was widely known 
what had been done, the following 
notice was mailed to every stockholder 
of record: 

Notice of Special Meeting to Stockholders 

Notice is hereby given of a special 
meeting of stockholders of the Metro- 
politan Petroleum Corporation (of Vir- 
ginia) to be held at Room, 1003, Vir- 
ginia Railway & Power Building, Rich- 
mond, Virginia, on May 23rd, 1917, at 
11 a. m., for the purpose of voting upon 
a proposition to approve, ratify and 
confirm the action of the directors and 
officers. of the corporation in respect of 
the selling, assigning and transferring 
of certain of the properties and assets 
of the Metropolitan Petroleum Cor- 
poration of Delaware, the capital stock 
of which is owned by this corporation, 
and for the further purpose of transact- 
ing any business that may come before 
the meeting. 

The stock transfer books will be 
closed at the close of business on 
May Sth, 1917, and will remain closed 
until after the final adjournment of said 
meeting. A 
By order of the Board of Directors. 
Dated April 27th, 1917. 

MAXWELL STEVENSON, 
Secretary. 
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This notice specifically states the 
main purpose of the meeting. It was 
the duty of the stockholders to inform 
themselves of the details. The meet- 
ing was held after it had been widely 
announced in the public prints of the 
coming in of the gusher on Lot 9. At 
the meeting there were 321,626 votes 
cast in ratification of the act of the 
board of directors and 160 against. At 
that time every stockholder had an 
opportunity to know the facts and the 
vote confirmed the action of the direc- 
tors which it is now alleged to have 
been the cause of their troubles. If 
the stockholders of the Metropolitan 
Petroleum now find themselves in a 
difficult position they are certainly not 
blameless in the matter. If, as 1s al- 
leged, improper persons were acting 
for them it was their place to take de- 
cisive action at the time and not wait 
a year and a half and then allege that 
their affairs were improperly managed. 

It is an interesting query as to 
whether there would have been any 
suit in case the Mexican properties had 
proved valueless and a big well had 
been brought in on either the Island’s 
Colombian or Cuban holdings. 


It was but natural that our article 
would be displeasing to those Metro- 
politan stockholders who had pictured 
large profits on their present Metro- 
politan holdings. We print herewith 
some pertinent extracts from one letter 
we received and our reply thereto: 

The Criticism 
The article was so one-sided and un- 
fair that all your subscribers who know 
anything about the affairs of the two 
companies involved will want to sec 
you print something on the other side 
so that those ignorant may have the 
information. Enclosed is a clipping 
from a Market Letter of Sept. 5, which 

gives something of the other side. 
Yours, etc. 


The Reply 
Dear Sir:— 

We were much interested in your 
letter of September 10th because we are 
always glad to hear from our subscrib- 
ers. 

* * * > * 
The article was written by a member 
of our staff who made the most care- 
ful study of the situation; read the 


records in connection with it and talked 
with the principals of both factions. 
ee 6 eo 


His conclusions were the result of a 
careful weighing of evidence on both 
sides and we believe that as the situa- 
tion develops, those conclusions will 
prove to be accurate. 

* = + *¢ *& 


It is the business of the MaGazIne 
or Watt Srreet to assemble facts 
and present them to its readers. It is 
not taking part in any controversy but, 
it would indeed be negligent, if, after 
a careful study of a situation certain 
conclusions were indicated, and _ it 
should fail to present such conclusions 
to its readers. Our subscribers look to 
us for guidance and we give them the 
best opinion that is at our command. 

In this particular case, it clearly 
pointed out to the Metropolitan stock- 
holders that they are playing a losing 
game and one that will, in the long run, 
cost them considerable money and in 
all likelihood, get them nowhere. If 
the company instead of entering into 
expensive and what seems likely to be 
fruitless litigation, should go ahead and 
spend money on developing its proper- 
ties, the chances are that its stock might 
be made of some value. Under the 
present circumstances, it is our opinion 
that the stock has little if any value. 
We have read carefully the clipping 
you sent us which was evidently taken 
from the market letter of a curb house 
with which we are not familiar. One 
of the objections the writer of this 
article made was that we did not at- 
tempt to go into the merits of the 
transfer of the Metropolitan property 
to Island Oil. Inasmuch as this matter 
is before the court now, it would indeed 
be presumptuous to attempt to give a 
decision where such learned counsel on 
both sides are in disagreement. The 
long extract from the bill of complaint 
has, as its chief theme the mere fact 
that A. B. Leach & Company did not 
invest permanently any money of its 
own in the financing of Island Oil. 

Inasmuch as it is the function of a 
banking house to sell securities and not 
purchase them for its own account, the 
objection, it seems to us, has little 
weight. A banking house undertakes 
to raise a certain amount of money for 
a corporation and in the event of its 
not being able to sell enough securities 
to raise that amount of money, it must 
put up its own cash. That is the risk 
it takes and for that risk, it demands 
the opportunity to make a profit if 
everything goes favorably. The profit 
is usually in the shape of common stock 
as in this case. That the Stock Ex- 
change has refused to list Island Stock at 
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this time, has no bearing whatever on 
the case. The Exchange naturally pre- 
ferred to list the stock only of such 
companies as are free from litigation 
at the time of listing. The fact that 
John B. Stanchfield is attorney for the 
plaintiff merely means that their case 
will have a better presentation than if 
handled by a lesser lawyer. But you 


can readily see that it does not add one 
jot to the weight of evidence. 
> 


In short, we think that the Metropoli- 
tan stockholders are being led on a wild 
goose chase which will leave them in 
a far worse position than when they 
started. If you will take the trouble 
to look up similar suits of this sort and 
observe how the plaintiff fared, we 
think your enthusiasm for litigation of 
this sort will be considerably dampened. 
Opposed to Mr. Stanchfield is some of 
the best legal talent in the country, 
and while of course the matter of legal 
fees works both ways, it makes consid- 
erable difference whether one party is 
prepared to go any lengths in that mat- 
ter and the other is not. We understand 
the Metropolitan interests have no war 
chest of any size and this fact alone is 
almost an insuperable obstacle. If you 
have any facts in this very interesting 
controversy which are not in our pos- 
session, we would be very glad to re- 
ceive them. 

Very truly yours, 
THE MAGAZINE OF WALL STREET. 


It should be stated in correction of 
the above that the Stock Exchange has 
not refused to list Island Oil, but has 
deferred action in the matter. 

Our article apparently interfered 
with the market operations of certain 
interests interested in marking up 
Metropolitan stock. 

It caused the president of Metro- 
politan Petroleum, Mr. Howard D. 
Ross, to issue a circular calculated to 
hearten the Metropolitan stockholders. 
That circular was ill-advised and ama- 
teurish. It conceded the almost hope- 
less financial position of the company 
and ended with a plea for further finan- 
cial support. With only a war fund of 
$15,000 it is small wonder that Mr. 
Ross feared for the company’s pros- 
pects. 

Among other astonishing things 
which warrant our observation that the 
circular was amateurish is the state- 
ment that if the litigation is successful 
Metropolitan stock would be worth 


more than $40 per share. Inasmuch 
as there has been bitter complaint that 
Metropolitan stock was originally sold 
on unwarranted optimistic statements 
it would seem that the present man- 
agement should guard carefully against 
falling into the same error. Island Oil 
is capitalized at $22,000,000 and owns 
not only the big gusher on Tepetate 
No. 9, but other properties of potential 
value. Island Oil is selling in the open 
market at a little better than $3 per 
share, or a total of approximately $7,- 
000,000. Assuming that Metropolitan 
succeeded in recovering the big gusher 
by what financial legerdemain could 
the stock be made worth $40 per share? 
Conceivably it might but it is highly 
improbable that it will. { 

In the Ross circular the following 
paragraph appeared: 

Recent magazine articles, apparently 
inspired by those interested in the stock 
of the Island Oil & Transport Cor- 
poration, would indicate that pending 
the suit, that Company may shut down 
the seventy thousand barrel gusher on 
Lot No. 9 Tepetate, and operate an ad- 
joining well. This report should de- 
ceive no one, since the purpose of our 
suit is to secure the return to us of the 
property which, concededly, is worth 
many millions of dollars, or an account- 
ing for its value; whereas, an account- 
ing for the oil already extracted is 
merely an incidental form of relief. 
Furthermore, all the Mexican proper- 
ties of the Island Oil Co. are included 
in the suit; any oil from the adjoining 
well would have to be piped through 
the pipeline concession, which is one 
of the properties which we expect to 
recover by means of the suit. 

Since Mr. Ross has seen fit to throw 
down the gauntlet we do not hesitate 
to pick it up. We regret that lack of 
space does not permit us to print the 
Ross circular in full. We shall, how- 
ever, summarize its contents and give 
our opinion. 

Inasmuch as the pipe line concession 
would have become null and _ void 
within a very short time after the Is- 
land interests acquired the property 
had the latter not continued payments 
and developments, it is difficult to be- 
lieve that any court will upset the 
claim of the Island company. The ac- 
tual physical property, i.e., the pipe, 
etc., belongs to the Island interests 
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beyond peradventure. Assuming, for 
the sake or argument, that Metropoli- 
tan recovers both the gusher and the 
pipe-line concession, then it would be 
incumbent on the Island interests to 
obtain a new concession, move their 
pipe line and connect it with the new 
well Tepetate No. 8, which is expected 
to come in daily. Metropolitan would 
be left in the air, twenty miles from the 
sea with a big well on its hands and 
financing and construction to put 
through before a cent could be realized. 

The Ross circular states that the 
Metropolitan $1,300,000 bonds were 
issued for only $300,000 cash and that 
the issue was therefore illegal. In this 
statement there is a slight error as 
$300,000 of the debentures have been 
returned to the trustee, leaving only 
$1,000,000 outstanding. The question 
which the courts will have to decide 
is this: 

How much are the debentures of a 
company worth which is facing a re- 
ceivership and whose stockholders re- 
fuse to come to its support? In any 
event this question is aside from the 
main point at issue, ie., who is the 
legal owner of the present gusher? 

The circular devotes considerable 
time to complaining of the lack of 
records, accounts, invoices, etc., avail- 


able at the company’s offices. Inas- 
much as the sale of the Metropolitan 
property to Island Oil is in detail a 
mattter of record and complies with 
all corporate and legal requirements, 
it hardly seems likely that the courts 
will upset the sale because of other 
considerations which are beside the 
main issue. 

The circular ends with an appeal for 
further funds and the conviction that 
“those stockholders who have not con- 
tributed as yet will not desire that 
their proportionate contribution should 
be made by others.” 


Who owns Island Oil? The courts 
must decide. Will the courts take 
away this property from innocent third 
parties who bought control and spent 
millions in development in the belief 
and from the records that the sale was 
legal? Not unless the courts reverse 
all precedent. 

If the Metropolitan properties were 
illegally sold the directors of the two 
corporations are the guilty parties. 
When fraud was alleged in connection 
with the New Haven, suit was insti- 
tuted personally against the New 
Haven directors and the results are 
well known. There was no attempt to 
upset the New Haven’s corporate acts. 








CHECKING OIL DEVELOPMENT ? 





Crves oil production will be paralyzed 
if the War Revenue bill now before 
Congress becomes a law, writes Richard 


Barry in the N. Y. Times. The pros- 
pector stands to lose 100 per cent. if he 
fails and his only inducement for continu- 
ing in such a venture is the chance of a 
proportionate success if he succeeds. Now 
the Government proposes that he shall con- 
tinue with his 100 per cent. loss in case of 
failure, while if he succeeds he must hand 
over at least 60 per cent., and perhaps 80 
per cent. to 95 per cent., of his earnings. 
The tax is too great. The oil industry will 
perish, 

This opinion was specifically stated to 
the writer by E. L. Doheny of Los Angeles 
and New York, one of the greatest inde- 
pendent oil producers in the world. 


“Oil men are only too anxious to sup- 
port the Government in every possible 
way,” he continued. “They have done so in 
the past—they will do so in the future. But 
human nature is human nature. Men are 
not going to risk anything outright if there 


is no chance of a commensurate success and 
only a certainty of a total loss. 

“The Government, in adjusting its ex- 
cess profits tax, says that a corporation may 
exempt an amount equal to the average an- 
nual profit of the business for the three 
years preceding the war. Is it fair to a 
playwright who has a hit in 1918, having 
had no success in the three years prior to 
the war, although he labored as hard and 
invested as much in his effort then, that 
his total income for 1918 shall be regarded 
as excess profits? 

“A similar condition exists in oil pro- 
duction. The popular idea that oil pro- 
duction is standardized and _ industrially 
stabilized is entirely erroneous. It is 100 
per cent. wildcatting today, as it always has 
been. 

“If oil prospectors cease to risk their 
money in new development the oil indus- 
try will perish. There is not enough sup- 
ply on hand to keep things going for six 
months. If you cut off the incentive to 
prospect, you automatically stop the 


supply.” 

















—EEEEE——E——____;__;z—;z—X—X=£z£__LLLSSEEoEE ya 
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These notes are a record of recent price-affecting FACTORS, and ore not to be regarded 


as RECOMMENDATIONS to purchase or sell 








ASSOCIATED OIL—To Deepen Wells 
—Company, whose derricks dot numerous 
acres in the Lost Hills, commenced deepen- 
ing well No. 2-B, on section 29, 26-21, 
situated twenty-eight miles north of Mc- 
Kittrick, and General Petroleum Corp., on 
whose leases there are more than 150 wells, 
is making a test of water shutoff on Section 
2, 29-31, eleven miles north of McKittrick 
and three miles from town of Belridge. 
Well founded reports have it that Gen. 
Petroleum and Associated Oil Co. will un- 
dertake large operations in line of sinking 
new wells before month of November shall 
have ended. 


ATLANTIC REFINING—Wharf Com- 
pleted—Finished construction of wharf at 
Guayavaillo. The pier, which is 1,000 feet 
long, is to be equipped with modern loading 
and unloading machinery. Will construct a 
railroad from the wharf to its new terminal 
at Port Lobos. 


COSDEN—Balance Sheet June 30, 1918 
—Showed capital assets $40,748,424, includ- 
ing oil lands, leases, refineries, pipe lines, 
etc. Investments in and advances to affil- 
iated companies were given as $2,805,165. 
Working assets and deferred charges in- 
clude materials and supplies for construc- 
tion and operations, amounting to $2,800,- 
330; prepaid insurance and deferred ex- 
penses, to $428,099, bond discount and ex- 
penses, less proportion written off, $321,904, 
and items in suspense, $256,555. Earnings 
six months ended June 30, 1918, were $3,- 
819,171. Surplus after $1,759,138 dividends 
was given as $13,677,679. 


ISLAND OIL & TRANSPORT—Sup- 
ply Oil—Has been notified by the Union 
Oil Co. of California that tanker Labrera 
with a capacity of 75,000 barrels is proceed- 
ing to-Island Oil pipe line terminal at Palo 
Blanco, Mexico, to take on oil. The cor- 
poration expects to supply a good deal of 
oil to Union Oil Co. From July 12th to 
middle of August about 420,000 barrels of 
oil were shipped. 


METROPOLITAN PETROLEUM — 
Answers Foreclosure Suit—Answering fore- 
closure suit brought by Equitable Trust 
Company of New York, as trustee, this 
company, in papers filed in the Federal Dis 
trict Court, states that debentures, aggre- 
gating $1,300,000, mentioned in complaint 
are now owned by Richmond Levering & 
Co., Ifc., and not having been ageey issued 
by defendant company are nul and void 
and should be cancelled. Metropolitan Pe- 
troleum in answer tells in detail about nego- 
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tiations it had on October 9, 1915, with 
Richmond Levering & Co., Inc., for acquire- 
ment of mineral oil lands aggregating 303,- 
000 acres, a pipe line of Compania Mexicana 
de Petroleo in State of Vera.Cruz, Mexico, 
and of formation of Island Oil and Trans- 
port Corporation with a capital of $30,000,- 
000 and of Metropolitan Petroleum Co. of 
Virginia with a capital of $12,000,000. 


ROYAL DUTCH—Stockholders’ Rights 
—Equitable Trust Co. of New York, as 
depositary, announced that company had 
offered to holders of its ordinary shares op- 
portunity to subscribe to new ordinary 
shares at par to the extent of 50% of their 
holdings. This entitled the holder of Equit- 
able Trust Co. certificates for American 
shares to subscribe to one share (par value 
florins 100) for each six American shares 
held. The right to subscribe for new ordi- 
nary shares by registered holders of Amer- 
ican shares expired Sept. 13, 1918. 


SINCLAIR GULF—Purchase Bonds— 
Bankers Trust Co. will purchase up to Oct. 
1, 1918, sufficient first lien 10-year convert- 
ible 6% gold bonds of Sinclair Gulf Corp., 
due March 1, 1927, to exhaust the sum of 
$616,845 in the sinking fund. Proposals for 
sale of bonds will be received up to noon, 
Sept. 25, by trust company. 


TEXAS CO.—Report—Record earnings 
for fiscal year ended June 30 last were re- 
ported with a total gross of $80,260,633, and 
net available for dividends of $20,640,991. 
The corresponding figures for preceding 
ear were respectively $54,339,050 and $19,- 
24,526. Last year’s surplus was arrived at 
after deducting expenses and war taxes 
amounting to $45,387,231 and setting aside 
a special reserve fund of $14,232,411, latter 
item including $5,297,988 for sinking fund 
and depreciation, $7,468,184 for additional 
tax provision and $1,340,940 for replace- 
ment of marine equipment. Balance avail- 
able for war dividends was equivalent to 
$29.75 a share on $69,375,000 capital stock, 
compared with $35.54 a share on $55,500,000 
stock in fiscal year ended June 30, 1917. 


TEXAS PACIFIC COAL & OIL— 
Gusher—A well variously estimated at be- 
tween 3,000 and 6,000 barrels initial flow 
with some estimates as high as 10,000, have 
been brought in on property at intersection 
of Eastland, Erath and Commanche coun- 
ties. The oil shot 30 feet above derrick 
from start and gusher has stimulated faith 
in oil properties in Erath County. Sand 
was struck at 2,700 feet, a depth much less 
than any wells.in the Ranger district. 
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Mining Notes 








These notes are @ record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell 





AHMEEK MINING—Production—For 
August, 1918, was reported 1,636,040 Ibs., as 
against 1,885,705 Ibs. in July. : 


ANACONDA COPPER—Walker Mine 
Contains 5% Copper—Walker mine, ac- 
quired through International Smelting & 
Refining Co., contains ore running about 5% 
copper, with small gold and silver values. 
It is understood Anaconda paid $1 a share 
for Walker Co. stock which was held by 
Plumas Co., a holding corporation. This 
amounted to 660,000 shares. This transac- 
tion marks the entrance of Anaconda into 
California. Before the end of 1918 Ana- 
conda expects to have in operation its plant 
now under construction for production of 
ferro-manganese. The company now ranks 
as large producer of manganese ore, al- 
though in property of this operation it 
shares with Butte Copper & Zinc Co., which 
owns the Emma mine furnishing ore. The 
United States Steel Corp. buys this product. 
The process by which Anaconda will treat 
ores from its Andes property in South 
America has been determined, although 
production will not start until some time 
after war ends. About 50% will be handled 
by concentration and remaining 50% by 
leaching. 


BUTTE & SUPERIOR — Production — 
For August, 1918, was 17,250,000 Ibs. of zinc 
in concentrates and 220,000 ozs. of silver. 
In July it produced 11,500,000 Ibs. of zinc in 
concentrates and 225,000 ozs. of silver. 


CALUMET & HECLA—Output—Totals 
10,718,520 Ibs., compared with 11,118,426 lbs. 
in July and 12,338,735 Ibs. in August a year 
ago. An increase of 10% in wages has been 
announced, effective from Oct. 1. The 
Wolverine and Mohawk Mining companies 
will establish a scale to conform with that 
of this company. 


DALY WEST MINING—New System— 
The 7-by-9 tunnel, equipped with electric 
transportation, to connect mine on 1,200-ft. 
level with Judge workings and thus afford 
a route for ores to Judge mill for treatment, 
is now being completed. Another favor- 
able development is a pending cancellation 
of lease to Ontario Silver of Daly West 
mine-levels above 1,550-ft. Under lease, 
company has been getting but a 4% roy- 
alty on ore, which has recently been averag- 
ing $54 per ton in metal values. 


DAVIS-DALY COPPER—7%4% Copper 
—Ore tonnage in September averaged ‘ne 
copper, or 180 Ibs. of metal per ton. This 
is nearly 2% more than average for preced- 
ing month, of 5.8%. Copper output totaled 


705,093 lIbs., over 80,000 Ibs. more than in 
July, bringing production for first two 
months of fiscal year up to 1,330,150 pounds. 
Continues to get richest portion of its ton- 
nage from lower levels of Colorado. Pend- 
ing the determining of certain veins at Hi- 
bernia mine, operations are not bein 

pushed. Leasers are operating above 15 

level on basis of 25% recovered value. 


FEDERAL MINING & SMELTING— 
Earnings—For quarter ended July 31 last 
an operating profit of $323,309, compared 
with an operating profit of $63,945 in quar- 
ter ended April 30, and a profit of $836,821 
in the quarter ended July 31, 1917. No ac- 
count is taken of either ore depletion or 
depreciation. Shipments in July 31 quarter 
amounted to 19,397 tons, compared with 
19,338 tons in quarter ended April 30, and 
38,100 tons in quarter ended July 31, 1917. 


GRANBY CONSOLIDATED — Impor- 
tant Savings—With commencement of coal 
mining operations company has developed 
a new source of income which, owing to 
small tonnages being shipped, will be lim- 
ited for some time. Work on its new $1,- 


250,000 by-products coke plant has pro- 
gressed satisfactorily and before end of 1918 
will have been placed in commission. It 


will have capacity for turning out 10,000 
tons of coke monthly, which will just about 
meet company’s own smelting require- 
ments. Not only will company be able to 
add to its revenues from sale of coal, but an 
additional saving will be effected through 
material reduction in cost of coke for its 
own uses, this being estimated at about $5 
a ton. Applied to expected capacity of 
coking plant saving would approximate 
$500,000 a year. 


JIM BUTLER—Earnings—Net earnings 
for August were $29,813 against $30,622 in 
July and $46,740 in August, 1917. 


KENNECOTT COPPER—Production— 
For August, 1918, was 11,970,000 Ibs. of 
copper, of which 5,280,000 came from prop- 
erties in Alaska and 6,690,000 from South 
America. July production totaled 12,126,000. 


KERR LAKE — Output — Produced in 
August, 250,319 ounces of silver, comparing 
with 231,890 ounces in July, 215,029 ounces 
in June, and 268,213 ounces in May. 


MAGMA COPPER CO.—Production— 
For August, 1918, was reported as 900,000 
Ibs. Of copper, against 800,000 Ibs. in July. 


MASON gem oot pad Output— 
July production was 1,190,177 pounds, mak- 
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ing, the total for the first seven months 
475,950 pounds, compared with 13,914,764 
pounds in the entire 1917 year. With both 
furnaces in operation again, Mason Valley 
can handle 1,800 tons of ore per day and, 
as much of custom ore has been held up 
—_— resumption of operations by 
second furnace, there is no doubt a capacity 
business is in sight for some time to come 
on the basis of full operation for the bal- 
ance of the year. Estimating the August 
output at 1,100,000 pounds of copper, a total 
production for 1918 of 19,000,000 pounds 
is estimated, an increase over 1917 of 36%. 


NEVADA CONSOLIDATED—Produc- 
tion—For August, 1918, was 6,500,000 Ibs. 
of copper, compared with 6,400,000 in July. 
The record output occurred in October, 
1916, when 8,676,327 Ibs. were produced. 


NIPISSING MINES—Production—Ore 
production in August was valued at $250,- 
737, against $304,694 in July. Shipments, in- 
cluding custom products, were valued at 
$484,978, compared with $877,000 in July. 
Decrease in mine production was due to 
aerial tramway to mills being out of com- 
mission for ten days. Operating conditions 
are now normal. 


OLD DOMINION—Production—Smelt- 
er production for August, 1918, was 2,064,000 
Ibs., against 2,533,000 Ibs. in July. The high 
record of production was made in May, 
1917, when 4,430,000 Ibs. of copper were 
produced. Lowest production was 888,000 
Ibs. in August, 1917, just after settlement of 
strike. 


OSCEOLA CONSOLIDATED — Pro- 
duction—For August, 1918, was 1,445,755 
Ibs., against 1,398,216 Ibs. in July. 


PACIFIC TUNGSTEN —Contract for 
Tungsten—Large electrical manufacturing 
concern has closed a contract for entire out- 
put of tungsten of Pacific company in Sep- 
tembér at $26 per unit. This price is an 
advance over figure received for August 
production. 


SHATTUCK-ARIZONA—Production — 
In August produced 682,861 lbs. of copper, 
199,528 Ibs. of lead, 14,189 ozs. of silver, and 
112.91 ozs. of gold. In July output was 


672,024 Ibs. of copper, 12,292 ozs. of silver, 
and 103.60 ozs. of gold, no lead being pro- 
duced, while in May company turned out 
805,310 Ibs. of copper, 83,433 Ibs. of lead, 





18,871 ozs. of silver, and 118.80 ozs. of gold. 
In August of last year company produced 


644,677 Ibs. of copper, 42, Ibs. of lead, 
8,277 ozs. of silver amd 77.69 ozs. of gold. 


SUPERIOR COPPER — Production — 
For August, 1918, was 144,659 Ibs., against 
130,666 Ibs. in July. 


TEMISKAMING MINING — Report — 
Showed production for first five months of 
1918 totaled 391,367.50 ounces. The ore 
reserves were estimated 101,498 ounces. 
During six months ended June 30, 1918, 
considerable development work was carried 
on, footage in drifting, cross-cutting, winz- 
ing and raising totaling 1,496.2. There are 
still on property three unexplored areas in 
which there are said to be reasonable pos- 
sibilities of finding commercial ore bodies. 
Total shipping production of silver up to 
end of 1917 was 10,837,921 ounces. 


TONOPAH BELMONT — Dividend 
Passed—Directors stated in view of neces- 
sary further capital disbursements on prop- 
erties and on account of uncertainty of 
labor supply, it was inexpedient to declare 
a dividend although a dividend equal to that 
last declared has been fully earned during 
past three months. 


UNITED VERDE EXTENSION MIN- 
ING CO.—Extra—Declared extra dividend 
of 25 cents a share, in addition to regular 
quarterly dividend of 50 cents a share, pay- 
able Nov. 1 to stock of record Oct. 3. This 
is the same as three months ago. 


UTAH CONS.—Acquires Mine — Has 
lengthened life and incidentally ended some 
boundary litigation through acquisition of 
the assets of Tintic Co. which owned Yam- 
pa mine. Yampa property has not been op- 
erated for some time. For a number of 
years it was in operation and produced 
from 4,000,000 to 6,000,000 pounds of copper 
per annum, but never at much if any profit. 
Tintic Co. owned several properties, chief 
one being the Yampa mine which Utah 
Consolidated entirely surrounds. Two prin- 
cipal veins traverse two properties in one 
of which latter company has opened up to 
its side lines. 


UTAH COPPER — Production — For 


August, 1918, 19,920,947 Ibs. of copper, 
against 16,021,766 Ibs. in July. 
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THE SEARCHLIGHT 


The Smoke-Screen in Market Letters—Bolsheviki Mining 


and Hotair Refining Discussed—Calumet and 
Jerome—W. P. Williams Oil 





By “QUIZZ” 





FOREWORD :—Issues discussed here are not selected for criticism at random, 
but are based upon inquiries received. We invite discussion on securities analyzed, and 
if balance sheets, income accounts, or other proof is forthcoming to refute our un~- 
favorable conclusions, we will gladly consider and publish them in the interest of 


promoters, sponsors, and our readers. 





HE investor whose morning mail 
is “strafed” with a miscellaneous 
assortment of unsolicited market 
letters will have observed the 
glowing references sometimes made to 
the attractive investment status of U. S. 
Steel preferred, Bethlehem Steel 5s or 
some other equally apparent gilt-edge in- 
vestment. Their praise is superfluous 
and the attempt to stamp the sender as a 
would-be conservative friend, whose only 
care is the safe investment of other peo- 
ple’s money, would be regarded in any 
other business with suspicion. 
Examination of such a document oft 
reveals the presence of unfamiliar “se- 
curities.” We observe that “the Bolshe- 
viki Mining Company has installed a new 
hoist developments at the 40-ft. 
level show the presence of large bodies of 
granulated quartz indicating the presence 
of . . . The shares are being well ab- 
sorbed in shrewd investment channels 
. .”3 or the enlightening statement that 
“the Hotair Refining Company has closed 
a contract with interests said to be identi- 
ied with the Standard Oil Company for 
. While this report is unconfirmed 
Investment interests, now centering 
in Texas Company, Mexican Petroleum, 
and the Oil Group in general, should 
soon be diverted to the stocks of the 
newer companies. Hotair Refining now 
on the bargain counter at 134 cents a 
share. . .” 





The Smoke Screen 


When our Dreadnoughts go out upon 
the high seas, the smoke-screen is a war- 
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time device to mask their presence, and 
enables them to feel their way, even 
through mine fields, with impunity. 
Whether the up-to-date promoter has 
taken a lesson from modern war-strat- 
egy, we know not. We know that U. S. 
Steel preferred and Bethlehem 5s are 
Dreadnoughts, while Bolsheviki Mining 
and Hotair Refining are—to use market 
vernacular— “pups.” 

By: impudent conversion, Bolsheviki 
Mining and Hotair Refining are elevated 
to the rank of Dreadnoughts by their un- 
scrupulous admirer, while the dignified 
Steel and Bethlehem issues are used as 
smoke-screens, to cover the true purpose 
of the unsolicited market-letter, and mask 
the first approach of questionable “se- 
curities” towards the investor’s pocket. 

The smoke-screen is a war device, and 
the unscrupulous promoter wages con- 
tinual warfare on the uninitiated. He is 
a soldier of fortune and is not particular 
in the choice of weapons. 

The promoter knows that a bald invi- 
tation to buy Bolsheviki, Hotair et al 
would look suspicious and his literary 
effusion would be speedily relegated to 
the place where it rightfully belongs— 
the wastebasket. He has shrewdly cal- 
culated that references to known “high- 
grades” will attract the immediate inter- 
est of the reader, and relies upon the in- 
terest, curiosity, ignorance, or greed of 
his victim to do the rest. 

Unfortunately, although the smoke- 
screen trick is becoming shop-soiled, it is 
not altogether dead. The enterprising 
promoter has a bagful. of other tricks 
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which we will discuss in a forthcoming 
issue. These are not confined to the lit- 
erature of the gentry whose specialty is 
promotion in any group of stocks in 
which public interest is active for the 
time being, whether it be coppers, oils 
or Hindu peanuts. The get-rich-quick 
promoter will create a corporation over- 
night, which seldom has a greater value 
behind it than an investment in share 
“certificates” and advertising. 

A more pernicious class, most difficult 
to identify and subtle in method, consists 
of those widely advertised concerns 
which issue a market letter or “house- 
organ” which, while praising and recom- 
mending issues of undoubted speculative 
worth, also uses smoke-screen tactics by 
guardedly suggesting an immediate pur- 
chase of some doubtful issue—the pet 
“pup” of that particular “House.” In 
this particular case, the whole business 
of the “House” may be conducted for 
the purpose of promoting and selling the 
“one-man” stock of an enterprise created 
in the mind of the firm, and often pos- 
sessing no better merit than a “quotation” 
on the Curb market. 

When the “House” sells out and with- 
draws its “bid”—as often happens—the 
investor has left “a scrap of paper” more 
valueless than even the William Hohen- 
zollern appraisal of an International 
Treaty. 


How to Act 


The investor who receives unsolicited 
literature of this character, and perhaps 
feels flattered at the thought that he is 
well regarded in “investment circles” 
(flattery is a powerful factor in the pro- 
moter’s bag of tricks) would not feel so 
complacent if he knew the real descrip- 
tion given by the fraternity to their list 
of prospective customers, but would in- 
dignantly mail the epistle to the Federal 
authorities, and a letter to the “Invest- 
ment House” concerned asking it to re- 
move his name from their list. 

As tor Bolsheviki Mining and Hotair 
Refining, if at all tempted to “take a 
fiver” on the strength of the overwhelm- 
ing -romises of wealth overnight, the al- 
leged giced of Savings Banks, the low 
yield of Liberty Bonds, etc.—if the ques- 


tion arises “How shall I act?” the an- 
swer mn every case is “Don’t!” 


If the investor is “a man of action” 
and must do something about it, compe 
tent advice from an expert impartial 
source (other than the sponsor of Bol- 
sheviki and Hotair) should be sought be- 
fore a single nickel is parted with. 


Calumet & Jerome—Stock Options 


Investors have received letters from 
interests said to be identified with the 
Calumet & Jerome Copper Co. request- 
ing options on their stock. In one case 
which has come to notice, the investor 
was not a stockholder of record of the 
company, and never held the shares. 
The investor naturally wonders “What 
is the idea?” 

It is to be regretted that the sponsors 
of an otherwise meritorious property 
have seen fit to adopt this method, 
which has been identified with “pro- 
motion stunts” of an unreliable char- 
acter. The investor who receives an 
offer for his stock upon condition that 
he grants an option, naturally assumes 
that the shares have a higher value 
than market quotations would indicate, 
and he is tempted to purchase more of 
the shares in the market. 

Calumet & Jerome has not yet 
emerged from the promotion stage, al- 
though the shares are a mining specu- 
lation of some merit. They were for- 
merly selling at a somewhat inflated 
level compared with the company’s 
chance of countering the Daisy Vein 
of the United Verde Extension and 
United Verde Companies. The com- 
pany is yet in the prospective stage 
and development work has not been 
carried far enough to establish the com- 
pany as a producer of importance. 
Some sample shipments of ore in small 
quantities have shown up promisingly 
and hopes are entertained by the man- 
agement that a mine will be made out 
of the property in the future. 

Although speculative incentive for 
purchasing the Verde prospects is 
lacking at this time, the shares of this 
company have possibilities of a certain 
order, and they have declined for the 
simple reason that they were selling 
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too high formerly compared with their 
uncertain prospective value. 

It seems that if the sponsors for the 
company are desirous of securing 
larger holdings of the stock, it would 
be better to purchase the same in the 
open market, thereby supporting the 
issue and assisting an advance in the 
price. Such a procedure would give a 
more favorable impression than the 
adoption of a process which has been 
abused by others less responsible than 
the Calumet & Jerome management. 

When Anaconda took an option on 
Butte Copper & Zinc, it did not solicit 
options from the Butte Copper & Zinc 
stockholders. Anaconda not only ex- 
ercised its option, but it is well known 
that this company purchased the shares 
from 5 upward in the open market. 

The example of the Anaconda Cop- 
per Co. might well be followed by some 
of the lesser lights in the copper pro- 
ducing industry. 

W. P. Williams Oil Corporation 

A recent statement from brokers sell- 
ing the stock reads: “W. P. Williams 
Oil has advanced in price since May Ist 
from $1.25 to $1.35 per share, then $1.50 
and there will shortly be arfother ad- 
vance, probably to $1.75.” This does not 
mean that the shares have advanced in 
the market, since there is no “market” 
for them. The salesmen have advanced 
the price. The “probable” further ad- 
vance is unexplained and does not mean 
that purchasers could realize $1.75 for 
their stock. We have been unable to 
discover additional values justifying a 
higher price, nor indeed sufficient in- 
trinsic worth to justify the present price. 

It is stated that the company owns 
certain leases in the Irvine Field, Ken- 
tucky, and as to their value, we quote 
from a letter by Mr. Williams: “We 
also have some very valuable leases, at 
least they appear to be, as oil has been 








found near them.” According to a pros- 
pectus, 120,000 acres were acquired in 
Kentucky and more recently total acre- 
age was given as 730,000. A broker in- 


. terested in selling the stock states that 


the company is producing 500 barrels of 
oil daily, and has 41 producing wells. 
This indicates production of 12% barrels 
daily per well. The capitalization of 
$1,500,000 seems very generous for the 
indicated earning power even with oil at 


$2.60 per barrel. 


Mr. W. P. Williams, the president, is 
a member of the banking firm of W. T, B. 
Williams & Son, Irvine, Ky., which 
stands well and is doing a good business 
there, but this fact is nullified by the 
character of the brokers employed in the 
distribution of the stock. They are of 
decidedly poor standing. The principal 
broker is or was H. Kent Holmes, and 
the stock is now being offered by “H. 
Morgan, Pollack & Co.” A Mr. Harry 
M. Pollack formerly worked with H. 
Kent Holmes, and apparently the distri- 
bution of stock is in the same hands. 

Mr. Williams has received complaints 
that “most inflammatory statements” 
were being made here, and he admits 
that the company made a mistake in plac- 
ing the stock in the hands of Holmes, and 
that it has received a “black eye.” 

There is no actual market for the stock, 
as a “market” is generally understood 
and investors are likely to find it difficult 
to sell when they need the money. 

While W. P. Williams & Son enjoy a 
good reputation, there is a suspicion that 
they have failed to take notice of the 
stock-selling methods used by Pollack, 
Holmes, et al. Can it be that they are 
indifferent, so long as funds are for- 
warded to headquarters, and will they be 
able to justify this attitude if complain- 
ing investors ask awkward questions, if 
a day of reckoning should come? 

(To be continued) 








Readers are again warned not to exchange, sell, or pledge Liberty Bonds for 
stocks, and to regard with suspicion any attempt by unknown brokers to induce them 
to make such an exchange. The subject will be dealt with in this section next issue. 
Meanwhile the Inquiry Department may be consulted if such offers reach our readers. 
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Unlisted Security Notes 


These notes are a record of pooes eed ecting FACTORS, and are not to be regarded 


as RECOMM 


ATIONS to purchase or sell 





AETNA EXPLOSIVES—Plant Blows 
Up—North Birmingham powder plant of 
this company blew up about 12.10 Sept. 17. 
Communication with plant is cut off and 
ao estimate of damage or casualties can be 
learned at this time. At offices it was stated 
that no information had been obtained re- 
garding explosion. Will in no way inter- 
fere with production of explosives for mili- 
tary purposes, inasmuch as plant at which 
explosion occurred is working exclusively 
on manufacture of commercial dynamite. 


CRAMP SHIPBUILDING—Operations 
—In fiscal year ending April 30, 1918, 
launched 15 vessels and registered earnings 
after taxes of $2,981,845. This is an amount 
equivalent to approximately $40 a share on 
€0,980 shares of common stock, after de- 
ducting interest on bonds and mortgages. It 
also represents an increase of $1,222,349 
over preceding year. The shares in 1917 
sold as high as $90, and in 1916 up to $98. 
Earnings reported in neither of these years 
were so high as those shown in annual re- 
port for last fiscal year. 


CHEVROLET MOTOR — Vote on 
Dissolution—Meeting of stockholders has 
been called for Oct. 11, to be held in Wil- 
mington, Del., to approve a plan calling for 
dissolution and distribution of its assets. 
The present assets consist of 732,684 shares 
of common stock of General Motors Cor- 
poration, and this will be distributed to 
Chevrolet stockholders on basis of 1 1/7 
shares of General Motors Corporation com- 
mon stock for each share of Chevrolet 
Motor Company’s stock now outstanding. 


INTERNATIONAL MOTOR— Opera- 
tions—Contracts and orders on hand are 
sutiicient to insure capacity operations for 
entire year of 1918. The large Mack trucks, 
manufactured by company, are being 
turned out in large numbers, many of them 
going into army service. The company 
also manufactures a smaller truck known as 
the Sauer. At the end of 1917 reported a 
surplus of $1,192,574, as against $050,- 
481 at end of 1916. Net profits in 1917 
were given at $1,129,093, equivalent to $10 
a share on common, 


KEYSTONE 'TIRE—Report—Earnings 
for August were $108,761. Although this 
amount was lower than the $132,494 re- 
ported for July, one of heaviest months of 
year, it was considerably higher than Aug- 
ust, 1917, when the profits were placed at 
$82,997. The annual report for year ended 
June 30, 1918, is expected to show earnings 
very greatly in excess of dividend require- 
ments of 12% annually. An estimate based 
on various quarterly and monthly reports 


issued during fiscal year, places amount at 
slightly more than $1,131,500. This would 
mean earnings of more than 75% on present 
outstanding capital of $1,500,000, and more 
than 50% on new capitalization of $2,000,- 
000, which will be outstanding after -distri- 
bution of a 33 1/3% stock dividend pay- 
able November 3, 


PROCTER & GAMBLE—Report—Gross 
sales amounted to $176,920,519 in year end- 
ed June 30, an increase of $48,370,870 over 
preceding year. These figures include re- 
sults of constituent companies. After pay- 
ing expenses, taxes and other charges, a 
net income of $9,719,804, remained, com- 
pared with $7,056,494. The profit was equal 
to nearly $40 a share of common stock after 
sone for dividend on $2,250,000 pre- 
erre 


_ SUBMARINE BOAT—Launchings—Put 
into water at its yards at Port Newark a 
pair of 5,500-ton steel cargo vessels. The 
first vessel was launched from the yard on 
May 30, three were sent into water on July 
4 and two others August 31. The contract 
with Emergency Fleet Corporation calls 
for building of 150 steel cargo vessels. Yards 
were built at the Government’s expense and 
contract calls for a fee of $50,000 to Sub- 
marine Boat Corporation for building each 
vessel. This would mean earnings of $7,- 
500,000 on 150 vessels. Government has 
awarded a contract for construction of 16 
submarines. 


U. S. STEAMSHIP—Launching—A third 
wooden hull of 3,500 tons has been launched 
by Groton Iron Works, one of operating 
subsidiaries of United States Steamship 
Company, from yards at Noank, Conn. 
Several other vessels of six that are kept 
constantly under construction are nearing 
completion rapidly. Order is for twelve 
wooden hulls without machinery. Groton 
Iron Works is building six vessels of 8,200 
tons each and six of 9, tons. Value 
of contract is placed at $40,000,000. 


WRIGHT-MARTIN—Earnings — Estiio- 
ated at 17% on common after allow=-nce 
for back dividends on preferred stock and 
w'ping out of a $2,000,000 deficit for preced- 
ing year. Government has ordered 3,000 
each of 150 and 300-h.p. motors. The value 
of contract is approximately $60,000,000. 
Negotiations under way for additional work 
aggregating $30,000,000. In addition to work 
being done directly by company, it was an- 
nounced by Government that Pierce-Arrow 
Company had been awarded an order for 
5,000 Hispano-Suiza motors. These will be 
built under a royalty arrangement with 
Wright-Martin Corporation. 
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TOPICS FOR TRADERS _ 








How A Pool Operates 


Process by Which A Large 


Block of Stock is Marketed 





HE following interview with an 
operator who has handled many 
m large “deals” for Stock Ex- 
change pools, throws interest- 
ing light on the machinery of a “pool” 
in stocks. 

“It is only fair to say that the public 
rarely sees value until it is most mark- 
edly demonstrated to them, and the dem- 
onstration comes generally at a pretty 
high price. It is easier for them, as ex- 
perience shows, to believe a stock is 
cheap when it is relatively dear, than to 
believe it is cheap when it is more than 
cheap. A Stock Exchange operator or 
group of operators decides, we will say, 
that certain stock is selling cheap—that 
is below value. Value means, in Stock 
Exchange speculation, intrinsic value, 
plus future value plus the additional 
Stock Exchange value. A large bidder 
of the stock begins by going around to 
other large holders. Ownership is 
counted, and the outstanding stock in 
public hands fairly estimated. 

“Tying Up” 

“The first necessary detail is to ‘tie up’ 
in a pool these ku »wn holdings, in order 
to prevent realizir g sales by larger inter- 
ests. If such larze holdings cannot be 
kept off the market, hands are joined 
in certain directions, and a long and pa- 
tiently worked-out plan of accumulating 
the stock at low prices, before tying it 
up, is devised. This takes the form of 
manipulation within a certain range of 
prices. It may be assisted by natural 
stock-market conditions, which encour- 
age sales by outsiders at a sacrifice. Fre- 
quently persistent attacks on the stock by 
the people who wish to buy it are under- 
taken, which bring out miscellaneous 
public holdings, and which, if carried 
sufficiently far, dislodge even important 
inside holdings. Large offerings of the 
stock are also continually placed on the 
floor with no takers, resulting in the 
gradual lowering of commission-house 
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selling limits, and the securing of cheap 
stock thereby. 


“The question of borrowing money is 
important. A pool can rarely do the 
whole thing with its own capital. It is 
assumed that the money-market outlook 
favors a stable condition, for it is idle to 
suppose that such operations would be 
conceived were conditions pointing oth- 
erwise. Money brokers have, of course, 
been employed by the house handling 
the pool, to borrow from the banks large 
amounts of time and short-time call mo- 
ney, termed ‘special loans,’ on which the 
collateral is largely to be the security in 
question, and on which loans a liberal 
rate is paid and liberal margins given. 


“The ‘publicity department’ must also 
have been covered. Practically all im- 
portant pool operators keep on hand this 
appendage to their work. The ‘gossip’ 
affecting the stock must be printed, and 
this department is systematized to a de- 
gree few suspect. It is generally in 
charge of a man intimately connected 
with newspaper channels, covering every 
important city, if need be, and this per- 
son receives a large compensation for the 
duty performed of distributing for cir- 
culation, when the managers of the pool 
see fit, items of news and gossip affecting 
the stock. The ‘insiders’ being in the 
pool, every item of news is carefully bot- 
tled up, and distributed only at what is 
thought to be the right time. The need 
for this will be apparent when it is ob- 
served that explanation must be made 
for advances and excuse for declines in 
all manipulated stocks. The fact that 
insiders and the pool own the news, so to 
speak, and can thus discount its effect 
ahead of those who get it through ‘pub- 
licity’ channels, involves a moral point of 
view which has often been the subject of 
Wall Street discussion. 

“The machinery of Stock Exchange 
works varies little. Orders are given to 
different sets of brokers from time to 
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time to buy the stock, sometimes care- 
fully and quietly, sometimes by openly 
and aggressively bidding for it, and vice- 
versa on the selling side. Rarely is one 
broker alone allowed to remain conspic- 
uous on either side for any considerable 
length of time. All these transactions 
are ‘cleared’ by the brokers filling the 
orders ; that is, instead of ‘giving up’ the 
names of their principals in the trades, 
they take in and deliver the stocks them- 
selves, and then receive and deliver them 
from and to their principals. 


Getting the Public in 


“Market conditions now being favor- 
able to the ‘deal,’ and emission of favor- 
able news facts having resulted in public 
interest, the commission-house broker, 
who represents the ‘public,’ begins to be 
in receipt of many requests for opinion 
on the stock made active. The commis- 
sion-house broker is a pretty good judge 
of the situation generally, and has spent 
his life studying values and watching 
manipulation. He thus assists in the 
operations by advising purchase. As a 
general rule, the advice falls flat, and 
few orders come out of it. But the pool 
continues ; they are at present really buy- 
ing stock and selling little. The result, 
however, is a marked stimulation of pub- 
lic interest, and commission-house buy- 
ing orders begin. More news is pub- 
lished, and the deal becomes public talk. 

“When this condition is created, the 
stock is up several points, and the pool 
begins to figure on selling. The machin- 


ery of the publicity department is then 
worked to its utmost extent, and the fol- 
lowing morning finds a general demand 
for the stock from all commission houses. 
This is the time when a ‘widespread’ 
opening is figured on. Orders by the 
thousands are put in on the selling side, 
distributed ‘to many brokers, with, of 
course, some buying orders also put in to 
a limited degree to ‘take it as offered’ at 
the opening. The ‘high opening’ is ef- 
fected, and stock sold by balance suffi- 
cient to warrant pool support and re- 
newed buying, after the overnight public 
orders have been filled. Then follows 
bold, aggressive buying by the pool in 
large quantities, aided by some selling 
orders, and the volume of the business 
done attracts attention everywhere, and 
leads to absorption by the public. 

“Given favorable conditions, the pub- 
lic buying thenceforward controls the 
market, and the pool places only ‘sup- 
porting’ orders in the stock from time to 
time, when outside interest flags. This 
public buying will continue until it has 
carried the price so much beyond value 
that the pool can afford to liquidate 
freely. From then on, the operation pro- 
ceeds to its profitable close, the various 
official, semi-official, and ‘inside’ an- 
nouncements of news and suggestions 
covering the outlook in the immediate 
and near future—affecting the value of 
the stock, dividends to be paid, bond con- 
versions, new alliances, consolidations— 
are the only necessary machinery.” 








WHEN TO BUY AND SELL STOCKS 


The close student of the technical condition of the market—by which is meant the 
character of the aw and short interests from day to day—is pretty sure to base his 


operations to a cons 


erable extent on what he thinks THEY will do next. 


He has in 


mind THEM—fioor traders, pools and manipulators. He gets a good deal of help from. 
this conception, crude as it may appear to be—largely, no doubt, because it serves to 
distract his mind from current news and gossip, and to prevent him from being too 


ae by the momentary appearance of the market. ' 
en the market looks weakest, when the news is at the worst, when bearish 


rognostications are most general, is the time to buy, as every schoolboy knows; but 
i a man has in mind a picture of a flood of stocks pouring out from the four quarters 
of the globe, with no buyers, because of some desperately bad news which is just com- 


ing over the ticker, it is almost a mental possibility for him to get up the courage to 
plunge in and buy. If, on the other hand, he conceives that THEY are just giving the 
market a final smash to facilitate covering a gigantic line of short stocks, he has courage 
to buy. His view may be right or wrong, but at least he avoids buying at the top and 
selling at the bottom, and he has nerve to buy a weak market and sell a strong one. 


“Psychology of the Stock Market” for sale by The Magazine of Wall Street. Price $1.06 postpaid. 
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3 Am Bank Note, p 
» Am Beet Sugar, > 
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Amer Can, p 
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Am Car & Fdy, .. 
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Am Pub Serv,p. 
Am Radiator, c.... 
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Atl Ref & WISS, > 


Baltimore Tube, p. 
Baltimore Tube, c. 
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Canadian Pacific, c 
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. Cities Service, c x.e 
Cluett, Peabody, p 
Comput- Tab-Rec .. 
Cons Gas, El Lt & ’ 
Continental Can, p 
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® Gulf Sts Steel, 1 p 1 ose 

Gulf Stq Steel, 2 p 1 Z 

~ Gulf State Steel, c 24% Moy 
*Oct. 


Harb-Walker Rf, p 14% 
Hart, Sch & Marx, p 1% % Q *Sept. 


Lt Rene 


14% Q *Sept. 


*Oct. 
*Oct. 
*Oct. 


Ann. 


Rate Name 


Interb R Trans... 
Int’l Silver, p 


Jewel Tea, p 


Kayser (Jul), Ist p 14% 
Kayser (jul), 2nd p } % 
Kayser ( ul), c. % 
Kelly-Sprin: Tire, rise 
Kennecott a 


a Tos Q *Sent 


*Sept. 


Lackawanna Steel. 14% ese 
t. 


Lehigh Val R ffi p $1.25 
Lehi Val R 128 

Loritlerd (P) Tob, p 14% Q* 
id (P) Tob,c 3 %&% 


Mackay, p 
- of é 
agma r 
May Dept 
Mex Parel, Doce 
Mex Petrol, c.... 
Montana Pwr, Pp... 
Montana Pwr, c... 


National Biscuit, c 1 
Nat’l Cloak & Suit, c 1 
Nipissing Mines, .. 25c 
. Nipissing Mines, x.. 25¢ 


Min 50c 9 ssc 


% nat 3 


Ontario Silver 
Otis Elevator, p 
Otis Elevator, oa 


1K% 
Quaker Oats, p.... 14% 
waker Oats, c.. 
uaker Oats, cx.. 1 


Republic I & S, p. 
Republic I & S, c. 
Royal Bkg Pwdr, p 
Royal Bkg Pwdr, c 


+ 14% 


*Nov. 


- 14% 
5 ER 
2 & \ 
14% 


Sears, Roebuck, p. 
Stan Oil of Ky... 5 
Stan Oil of Ohio.. $3 

. Stan Oil of Ohio, x $1 
Swift & 2 % 


- 24% & 8 Scr one 
“Sept 


Tidewater Oil 
...» Tidewater Oil, x. 
7% Tobacco Prod, eas 


8% United Fruit *Sept. 
$1.50 United Shoe Mach, oa7see *Sept. 
$2 United Shoe Mach; c50c *Sept. 


% Western Union Tel 14% 
1% Willys-Overland, p. 14% 
7% Woolwrth (F W) P ; % 
7% Worth P&M,p % 
6% Worth P& M, P B. i % 


SSept. 2 


sot 9 


e t. 14 
Sept. 14 
*Sept. 14 


30 
ie 


* 30 
oSeot, 30 


*Sept. 
1 


196% Q *Sept. 


*Sept. 30 
*Sept. 10 
*Sept. 20 
*Sept. 20 


Payable 
Oct. 1 
Oct. 1 
Oct. 1 


Oct. 19 
Sept. 30 
Oct. 1 
Oct. 1 
Oct. 
Nov. 
Nov. 
Nov. 
Oct. 
Sept. 


Sept. 
Oct. 


ww 
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ew 
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RERRTRE PERRY 


4 
Bs 
~ 
wn =e OMe OMe 


* Dividend payable to stockholders of record as 


this date. 
x Extra dividend. 
dd Capital distribution. 
e Paid in common stock. 
kk Part of which is paid in Libert 
m On account of accumulated Y cua 
xx Paid in 


nds. 
y Partial distribution of assets in liquidation. 


(1015) 





THE MAGAZINE OF WALL STREET 








STOCK MARKET AVERAGES 


§ 25 RAILROADS 
§ 25 INDUSTRIALS 


A> COMBINED AVERAGES OF 
25R.R.& 25 INDUSTRIALS 











THE ANNALIST 40 BOND AVERAGES 


1913 191 191 1916 1917 


TO SEPT. 23 

















